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By Ropert H. MonTGOMERY 


Existence would not be endurable without optimism, and the 
tendency to make the best of things is highly commendable. 
This tendency, however, when fully developed encourages a 
disposition to deceive one’s self, which is not wholly objectionable 
when it is applied to sociological matters, but self-deception 
on the part of one who seeks credit from another is a fault to 
be deplored and condemned. It is questionable whether the time 
will ever arrive when a man can be depended upon to prepare 
an absolutely impartial statement of his own financial affairs. 
The one basic reason is that we all are fallible, the fallibility 
of human nature being as old as the race. 

Furthermore, as a perfect financial statement would be pos- 
sible only if based on infallibility, we must consider that per- 
fection means 100 per cent efficiency in those human functions 
which are always more or less imperfect. We cannot, if we 
would, make machines out of ourselves, and it is machines only 
that ever operate at 100 per cent efficiency. The machine itself 
cannot continue at its maximum efficiency for any considerable 
period of time, so that it would be most unreasonable to expect 
human beings, who at their best are probably not 75 per cent 
efficient, to turn out product on a basis equal with that of a 
100 per cent perfect machine. 

Therefore, the financial statement proceeding from a fallible 


*An address before the National Association of Credit Men at the annual 
convention, Cincinnati, June 19, 1913. 
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source, may be expected to be as far short of perfection as the 
producer himself. This may appear to be too strong, but I am 
prepared to prove that it is conservative. 

In the first place, every statement of financial condition is 
an estimate, even though it is an exhibit of the assets and liabili- 
ties of a concern which has nothing but currency on one side, 
and capital stock on the other. The ultimate realization of the 
cash depends upon finding it in the cash drawer when it is 
wanted, and an estimate must take into consideration the fact 
that sometimes it is missing. This is the first element of un- 
certainty. Then, too, whether the concern is one day or one 
year old, liabilities may have been incurred about which the par- 
ticular person who prepares the statement knows nothing, but 
which are none the less binding upon the concern. This is an- 
other and very common element of uncertainty. 

But we are chiefly interested in the average enterprise, the 
one with accounts receivable, inventories, plant and other fixed 
and miscellaneous assets; with accounts and notes payable, 
accrued liabilities of certain and uncertain nature. Do we not 
know from experience that the values placed upon all these items 
are estimates and subject to fluctuation from one hour to an- 
other? 

Assume an extreme case. A concern may be dominated by 
an executive of extraordinary ability, who devotes an immense 
amount of time to his plant and product, who knows values and 
who applies knowledge. The bookkeeper is a master of his art; 
he has a common-sense as well as a technical knowledge of the 
affairs of the concern; he can visualize the operations of the 
business to such an extent that the books of account truly repre- 
sent actual transactions. All these and other elements of the 
organization are concentrated upon the preparation of a financial 
statement intended to represent the most accurate exhibit hu- 
manly possible. 

After all is said and done the statement merely reflects 
the opinion of those who prepared it; they have estimated the 
value of the assets and the amount of the liabilities; and nothing 
in their power can make it anything else. In nine cases out of 
ten a rank outsider, but one familiar with the line of business 
in question, and competent to pass judgment, would disagree 
with some of the valuations, and his estimate might be as near 
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the truth as that of the one who fixed the values. 

Now, if we find the ideal statement founded upon and de- 
pendent upon estimates which are open to question, what is 
to be expected where ideal conditions do not exist—where the 
executive is more or less indifferent to the recording of transac- 
tions and the fixing of values of plant and product, where the 
bookkeeper is more or less skillful and lacks the power to con- 
nect book entries with day-by-day transactions? Is it not inevi- 
table that additional grounds for differences of opinion exist, 
and that the likelihood of serious error increases until it includes 
a large proportion of cases involved? 

[ have not referred and do not intend to refer at this point 
to statements which are fraudulent or where there is an intent 
to produce dishonest statements. I will discuss this class later. 

In referring to the great class of inaccurate statements, I 
speak from experience in stating that the controlling motive in 
preparing balance sheets which show a greater net worth than 
is warranted by the facts, is the human tendency to make the 
best of things. In other words the average man cannot be ex- 
pected to, and does not, place a true value upon his property, 
nor does he recognize and record the full extent of his debts. 

Probably no one in this country has given more thought to 
the question of financial statements than Mr. James G. CANNON, 
president of the Fourth National Bank of New York. In an 
address some years ago, he said: 


Statements of financial condition should bear the certificate of a certi- 
fied public accountant, because (among other reasons) inaccurate and 
dishonest statements are being constantly received. Many statements 
reach us which are made by irresponsible parties—clerks and under-men— 
and the management is frequently in ignorance of true conditions, Pro- 
tection against such is essential. 

Let use see whether or not a reasonable measure of protection 
has been realized during recent years. 

During 1912 there were, as stated in Dun’s Review, 15,452 
business failures in the United States, with liabilities of $203,000,- 
000.00. The Review says: “During 1912 there were about 2,000 
more failures than in the preceding year, and this, unless it 
can be explained, is in direct antagonism to the plain evidences 
of agricultural and industrial prosperity and mercantile activity 
during the year. The larger number of small defaults may be 
due to the fact that more people are going into business with 
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insufficient capital and experience, and thus fall by the wayside.” 

Probably all the 15,452 submitted statements on uniform 
blanks provided for the purpose. I venture to say that every 
one was materially inaccurate. If compulsory verification were 
in force, how many of those statements would have stood the 
test? 

Last month, that is, during May, 1913, business reverses were 
1,246 in number with total liabilities of nearly $17,000,000 (this 
is the smallest total reported for any month this year) and the 
number of failures was greater than in any May since 1908, 
and the aggregate amount of liabilities was the heaviest in over 
a decade past. 

You, of course, are familiar with these figures and their sig- 
nificance. Your organization adopted uniform statement blanks 
fifteen years ago, that is in 1898. Their use has been of tre- 
mendous assistance in the onerous and important duties which 
are imposed upon you in your official capacities. Is it not a fact, 
however, that the outcome of the use of statements has been 
somewhat unsatisfactory? Have not the weaknesses pointed 
out by Mr. CANNON many years ago continued? Am I not 
right in stating that millions of dollars of unjustifiable losses are 
being incurred annually by reason of a false sense of security 
arising out of the custom of accepting statements prepared by 
interested parties? 


[ am heartily in favor of standard forms, but it must never 
be forgotten that the man who overstated his net worth before 
the adoption of uniform blanks in all probability continues the 
practice. I have compared your official form of statement with 
those in use by the bankers and the mercantile agencies, and it 
is a much better form than any other I have seen. 

The forms used by the mercantile agencies are the least scien- 
tific of any in general use. As you are vitally interested in the 
reports secured by the agencies, I would suggest that you use 
your efforts to have them improve their forms. 

If you were to insist, further, that the agencies designate 
by a suitable mark, say a star, those concerns from which they 
have secured certified statements, you would, in my opinion, have 
readily available a roll of honor so far as credit risks are con- 
cerned. Within a reasonable time all the good concerns would 
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have the designation, the weak ones could not get it, and a con- 
siderable percentage of your losses would disappear. 


If, then, the compulsory uniform statement has not proved 
to be the panacea which you hoped for, is it not reasonable to 
suppose that the suggestion of Mr. CANNon referred to, if car- 
ried into practice, can do no harm, and possibly may be of 
unlimited value, by reason of the strength which will be added 
to the honest and strong concern which presents a certified state- 
ment, and the stoppage of credit which will follow where a 
verified statement is refused? 

In an address before the American Association of Public 
Accountants, Chicago, September, 1912, Mr. Davin R. Forcan, 
president of the National City Bank, Chicago, said: 


In a bank managed by experienced men, almost all the losses are due 
to one cause—namely incorrect statements either innocently or wickedly 
made by the borrower. Any banker of average intelligence can tell a 
good statement from a bad one—provided it is a true statement. But 
there’s the rub! Is it a true statement? In many cases the revelations 
coming after bankruptcy prove that the statements recently submitted as 
a basis for credit were so far from true that they must have been delib- 
erately made to deceive the banker. I say this after making full allow- 
ances for change of conditions and point of view. This does not prove, 
however, that statements are untrue as a general rule. So long as a busi- 
ness is prosperous, there is no need for incorrect statements. Experience, 
however, proves that few men squarely face the facts when their business 
drifts into trouble, and still fewer have the courage to reveal the truth 
to their banker. The result is that between self-deception and moral 
cowardice the banker is deceived into making loans which entail loss, 
and which he never would have made had he known the facts. 

The experience of professional accountants fully bears out 
the contention which I have offered to prove. We, of course, 
find that in practically every case of insolvency or liquidation 
there has been an overstatement of net worth; but eliminating 
this class we find solvent concerns are not so careful as they 
should be with respect to the accuracy of their statements. Here 
it may be laid largely to optimism, but it is none the less dan- 
gerous, for it frequently leads to insolvency and consequent loss 


to creditors. 

We find, for instance, in that vast number of cases where 
insufficient provision is made for bad debts, other losses, obso- 
lescence and depreciation, that the overstatement of profits leads 
to excessive withdrawals of profits, so that the actual profits of 
a concern may be considerable, but if the book profits are largely 
overstated, the withdrawals from the business, which are natur- 
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ally based on book profits, are almost sure to be excessive, which 
inevitably leads to ruin. 

In many of these cases, perhaps in most of them, the fault is 
wholly unintentional. Whether we call it optimism or ignorance, 
the result is the same and the remedy is the same. What such 
a concern needs is expert and friendly advice, and this must 
be based upon an analysis and verification of the financial state- 
ments. 

Estimates will still be the basis, but the impartial scrutiny 
of a skillful adviser will tend to revise the estimates by pointing 
out the errors or weak spots. 

[f it can be made apparent to the man who overstates his 
net worth that in fooling himself he is doing himself positive 
harm, and that the detriment is not offset by the benefit of any 
temporary extension of credit he may receive, are we not doing 
him a great service? 

Procrastination is as harmful as optimism. The executive 
knows that some of his assets are overvalued or that liabilities 
have been incurred or losses sustained which do not appear 
upon the books; but he does not have the nerve to face the 
decrease in his net worth which would follow the proper treat- 
ment of the items; he hopes that next year will show greatly 
increased profits ; and he promises himself that out of these profits 
he will adjust his accounts to true values. But the hoped for 
day never arrives, and year after year he signs a statement 
which does not correctly set forth his true financial condition. 

We have all heard the story of the judge who would not 
credit the assertion that petitions were worthless as expressing 
the real opinions of signers, but who changed his mind subse- 
quently, when he was confronted with a petition signed by most 
of the prominent citizens of his city praying that he (the judge) 
be hanged. 

So it is with statements. They are signed in many cases 
by business men without the slightest verification on their own 
part, and if, as is often the case, serious but innocent errors have 
slipped in, the erroneous statement goes forth uncorrected. 

A few days ago I was asked by the president of a corporation, 
why it was that they had received a bill for the federal excise 
or corporation tax amounting to some hundreds of dollars when 
he knew that they had been losing money for the last two years. 
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Inquiry developed the remarkable situation that the company’s 
lawyer had prepared the return upon which the tax was based, 
and being unfamiliar with figures had transposed some of them 
so that a result was reached which was just opposite to the true 
one. The president of the company signed the return and made 
an affidavit to its accuracy. 

This would be an unfair example if it represented an isolated 
case, but every banker, every credit man, every accountant 
knows that the carelessly executed statement is too often in 
evidence. 

If statements circulated only locally, there would be a most 
valuable check upon their accuracy. Credit men and bankers 
by reason of their experience and skill can almost intuitively 
detect a tendency to an overestimate of net worth. But 
the average statement of financial condition travels far and wide 
and it is a physical impossibility for the dispenser of credit 
to secure what might be termed the “atmosphere” surrounding 
the enterprise from which the statement emanates. 


I know that rules have been formulated for analyzing the 
several items of assets and liabilities which appear upon the 
statements, that cleverly drafted forms must be used and skill- 
fully drawn questions must be answered; but I know, and 
you know, that so long as we continue to be fallible human beings, 
net worth will be overstated by the marking up of assets or the 
marking down of liabilities, or by other means which will ac- 
complish the same purpose. 

Those whose knowledge of this unfortunate condition has 
been most keen have for many years favored stricter laws gov- 
erning the issuance of false statements, and I am glad to say 
that these efforts have met with a fair measure of success. But 
vast numbers of incorrect statements are in circulation, the dis- 
covery of which does not subject those who are responsible for 
them to statutory punishment. Uniform false statement laws are 
being adopted rapidly, and the movement should extend to every 
state. I wish to take this opportunity to congratulate your 
association on the vigor and persistence with which you have 
prosecuted your campaign for improvements in the laws govern- 
ing the issuance of false statements. HAro_D REMINGTON, EsgQ., 
of the New York bar, in his very admirable little book, The 
Laws against False Financial Statements, states that these laws 
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in substantially identical form have been adopted within the last 
four years by New York, New Jersey, Illinois, Ohio, Connecti- 
cut, Michigan, Minnesota, Missouri, Montana, New Mexico, 
Rhode Island and Tennessee—a most respectable and satisfactory 
showing. 

Unfortunately, however, these laws do not reach in any way 
the inaccurate and misleading statements to which I have thus 
far referred, for these laws are taken up with crime, with in- 
tentional falsification of statements, while there still remains the 
broad margin—the broadest field of all—the reckless statement, 
or the statement signed in ignorance, that does harm just the 
same—like the gun that was not thought to be loaded. 

The first section of the new law reads in part: “Any per- 
son who shall knowingly make or cause to be made any false 
statement in writing,” etc. Now it must be “knowingly” and 
it must be “false,” and “false” imports fraud, so that the great 
class, the greatest class, of inaccurate statements which are being 
used today as a basis of credit is not reached by the new law— 
this criminal law—admirable as it is. 

It undoubtedly checks the crook, but most business men are 
not crooks, and while none of us would criticize this happy con- 
dition, yet we are not helped in our desire to eliminate those 
incorrect, but not fraudulent, statements which are more apt to 
lead to losses than the fraudulent ones. You are all familiar with 
the conundrum which is appearing in the advertising pages of 
the magazines, “Why is it that we get more wool from white 
sheep than black ones?” The answer, “Because there are more 
of them,” illustrates my point. Losses incurred by extension of 
credit to concerns where no one can be criminally prosecuted are 
tremendously greater than are those based on fraudulent state- 
ments. 


Independent verification is quite as important with respect 
to one class as the other, but in view of the limited time at my 
disposal, I will not discuss at length the advisability of insisting 
upon the verification of all statements where the slightest sus- 
picion of irregularities of any kind exists, because the wisdom 
of such a course is obvious; and it may be taken for granted that 
all those empowered to insist upon a verification, the bankers 
and credit men chiefly, will and do recognize the necessity for 
this step. 
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My concern is that verification is least in evidence where 
it is most needed. It is the trusted employee who defaults. Of 
course it is, because he is the one who has the opportunity. He 
is not watched. 

The big losses you sustain year in and year out come as a 
surprise to you from the respectable and honored concerns, the 
concerns whose statements the bankers and credit men do not 
verify personally nor cause to be verified by some independent 
means. 

To summarize, inaccuracies arise from: 

1. The fallibility of human nature, which with respéct to 
financial statements leads to optimism—the making the 
best of things, which inevitably leads to the perhaps un- 
conscious overstatement of assets, and understatement of 
liabilities. 

2. The inevitable errors which arise in the use of estimates, 
honest errors, but errors which almost always result in an 
overstatement of net worth. 

3. Ignorance of executives and clerks, inefficient methods and 
systems resulting in misleading statements of financial con- 
dition. Strange to say such statements nearly always 
overstate net worth. 

4. Consciousness of weak spots, but coupled with a mental 
reservation to adjust them later. 


If we can agree that the factors named are of sufficient im- 
portance to warrant an independent verification, if it is true that 
for his own sake as well as for the benefit of the dispenser of 
credit, the seeker for credit should have his statement verified, 
how it is to be done? 

While I speak to you as a representative of the profession of 
accountancy, I would not magnify our worth. I recognize, for 
instance, that in a financial statement perhaps the most important 
item is the inventory, and I believe that few are so well qualified 
to pass upon the actual value of an inventory as a good credit 
man. I know of no one so well qualified to pass upon the notes 
and accounts receivable as a good banker. But there is a 
natural limitation, purely physical, which makes it impossible 
for the credit men and the bankers to extend their services to 
those who need them the most, so that whether we like it or 
not, the public accountants of the country are the only ones 
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who are available to act as the intermediaries between the dis- 
pensers and the recipients of credit. They are a necessity to 
the former and a most valuable aid to the latter. 

Accountants have learned much and have much to learn. 
Within the last few years we have been taught the importance 
of aiming at the “high spots,” of magnifying the essentials and 
minimizing the non-essentials. 

Net losses of over $100,000,000 were sustained through busi- 
ness failures during 1912, and this in spite of a great improve- 
ment in credit reporting and credit methods. Most of the fail- 
ures were of concerns whose financial statements were unverified. 

In view of this record and the comparatively small use now 
made of professional auditors, is it unreasonable or undignified 
to suggest more active codperation between credit men and pro- 
fessional accountants for their mutual benefit ? 

It is not contended that the professional auditor should at- 
tempt the manifold duties of the credit man, nor that 
the latter should burden himself with the technical knowledge 
required to make an audit. It is, however, urged without fear 
of successful contradiction that an auditor would be able to 
render better service to his clients if he could acquire some of 
the instincts of the successful credit man, and, when making 
investigations involving proposed credits, keep constantly before 
him many of the requirements which the science of credits has 
found to be essential. 

Likewise who will deny that the credit man could perform 
his work more easily and scientifically if he were conversant 
with the principles, and could take advantage of the experience 
underlying the practice, of professional auditing? 
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Office Efficiency as it Affects the Men* 


By Leon Orr Fisuer, C.P.A. 


Before discussing this topic, let us define “efficiency.” The 
Century Dictionary gives it as “The state of being able or 
competent; the state of possessing or having acquired adequate 
knowledge or skill in any art, profession or duty.” And in con- 
nection with these definitions a substatement is made that “in 
mechanics, efficiency is determined by the ratio of the useful 
work performed by a prime motor to the energy expended.” 

Is it not a fair inference, from these definitions, to say that 
office efficiency is shown by the ratio of the useful work per- 
formed or produced by a minimum force; or, to put it in other 
words, the getting of maximum results with the minimum of 
effort? It is not far-fetched, therefore, to say that office efficiency 
is secured in much the same way as factory efficiency, namely, 
by working with and applying engineering principles, such as: 

First: The study of physical conditions, in order to de- 
termine in what way the office or physical plant helps or hinders 
production ; 

Second: The elimination or reduction of waste or duplicate 
motion or effort by any means, methods or machines ; 

Third: The positioning of groups of workers or departments 
with reference one to the other, with a view to securing direct 
forward action, so that the work received at one point will go 
continuously forward to its completion; and, in the same way, 
similar positioning of the individual workers within the group, 
to accomplish the same purpose. 

Fourth: The application of ingenious schemes and methods, 
whereby, through the modification of existing methods or the 
combination of several forms or lines of work, a new combina- 
tion can be formed, and one effort made to produce one, two, 
three, four, five or more results, thus getting numerous by- 
products of one single effort. In an office with men and women 
as producers, with sheets, records, files, cards, carbons and ma- 
chines of numerous kinds, we strive to cut out wasted effort and 


* Read before the monthly meeting of Efficiency Society, Inc., New York, 
May 27th, 1913. 
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wasted time, useless floor travel and unnecessary absence from 
desks, and thus apply engineering principles, the goal of which 
is to create maximum results with minimum effort, maximum 
results at minimum cost, and maximum results in minimum time. 
In this effort, moreover, we seek to reduce, as far as possible 
memory work to a record basis, and hand work to a machine 
basis, and while so doing to increase the capacity of every in- 
telligent employee by increasing the time at his disposal for brain 
work as against the time wasted in leg work and hand work. 
Thus we increase the producing power and personal efficiency 
of every unit, and secure what our definition calls for: ‘The 
raising of the ratio of useful work performed by a prime motor 
in proportion to the energy expended.” 


HuMANE PRINCIPLES 


While we are primarily seeking increased efficiency and also, 
as a necessary result, the truest kind of economy, we are also 
working humanely for the benefit of the men and women engaged 
in this class of work; because we are relieving them of many of 
the physical burdens which, under old methods, made them 
simply drudges and routine workers, and are raising their mental 
standard because of the increased opportunity to employ brains 
rather than brawn. In other words, office efficiency depends 
upon individual efficiency, which, as we understand it, does not 
mean a rushing, nerve-racking, high-pressure service, but the 
energetic, orderly and intelligent use of each moment of the work- 
ing day, and the employment of all means, methods, and me- 
chanical appliances that will secure increased and improved 
production. 


Steps NECESSARY IN PLANNING FOR AN EFFICIENT OFFICE 


In order to see how the physical arrangement of an office 
may be best adapted to promote the efficiency of the employees, 
we must consider: 

First: That an office is a working tool and not merely a 
place in which to hive'so many workers. 

Second: The space must not only be adequate for the pres- 
ent, but with a reasonable margin for probable growth within a 
period of from three to five years. One of the most serious 
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handicaps to office efficiency is the assignment of inadequate 
space to any branch of work, and the necessarily rapid disor- 
ganization brought about from changes which must be made 
to acccommodate growth, these changes in turn disrupting the 
proper location of desks and files and encroaching upon necessary 
aisle space. This also thrusts the workers into aisle space and 
causes loss of proper working space in front of files, etc. All 
of this results in cluttering up an office, in the loss of its orderly 
arrangement, and in an unconscious effect upon the clerks, caus- 
ing them to become careless and unsystematic. Interruptions 
and congestion of work and workers, loss of time, and every- 
thing else which follows, is also the result of this primary lack 
of adequate space. Therefore, in stating what steps are neces- 
sary in planning for an efficient office, 1 would say, first, that 
after learning what the organization is, and what each unit of 
that organization requires, there must follow an equally careful 
study of the floor plan of the office or building, and a proper 
apportionment of the space of said office or building so that such 
divisions or departments shall have sufficient space, not only for 
their present necessities, but also for reasonable and probable 
growth within a reasonable period of time. 


REQUIREMENTS OF SPACE, ITS DIVISION AND ARRANGEMENT IN 
SECURING AN EFFICIENT OFFICE 


In considering the requirements and division of space in ar- 
ranging an efficient office, I should say that this question is too 
broad to be answered in a very definite way. The requirements 
of space vary with different kinds of work; and what would be 
adequate for one may be entirely inadequate for another; but 
there are some suggestions which perhaps may be of practical 
value. For instance, a man at a standing desk where other 
clerks are obliged to pass and re-pass him, should not be ex- 
pected to work in less than 36 inches of aisle space, and if 
two are working back to back, there should be a minimum of 
42 inches between desks. It might be stated here that 
better results are obtainable when all desks are arranged to 
have clerks face the supervisor. Where ordinary desk workers 
are placed in rows, there should be at least 42 inches from the 
working ledge of one desk to the face of the next desk back, 
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in order to give proper chair room for the clerk and proper 
aisle space back of the chair. Ordinary aisle space used as a 
thoroughfare should be at least 3 feet wide. The working space 
in front of any file constantly referred to, should be at least 
5 feet; and in relation to the general work-rooms of large con- 
cerns, experience has proven that the space essential for each 
clerical worker averages from 100 to 115 square feet. This 
includes provision for desk, chair, aisle space, files and equip- 
ment. 

It is unnecessary, of course, to dwell at length upon the 
office as a working tool, or to call attention to the vast difference 
in favor of a modern, up-to-date building, as against an old 
out-of-date edifice. But | may mention the fact that in order to 
make your office flexible, and capable of adjustment to growth 
and changes, you should plan it with as few solid walls as pos- 
sible; for these interfere with enlargement and change. For 
the same reason as few partitions as possible should be used. 
It is hardly necessary, in this presence, to call attention to the 
great advantage, where problems of supervision are concerned, 
in having such partitions as are used constructed of glass—and 
clear glass at that. 


LIGHT AND VENTILATION 


Next in importance to space are the twin questions of light 
and ventilation. As to light, the society of which I have the 
honor of being third vice president is now making extensive 
trials in its offices between different methods of overhead light- 
ing. In our opinion, there is no question that overhead 
lighting is preferable to individual desk lighting from the point 
of view of securing a flexible office, and permitting the maximum 
number of changes necessary at a minimum expense, to say 
nothing of the improved appearance of the office and probably 
of the desk results in conserving the eyesight of the clerks. It 
is hardly in my province to discuss the various methods of direct 
and indirect and semi-direct overhead lighting. It may be of 
interest to you to know, however, that the Curtis Publishing Co. 
of Philadelphia have recently made an exhaustive study of this 
subject in conjunction with professors from the University of 
Pennsylvania, leading oculists and opticians, and others inter- 
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ested in the question, not only from the electrical engineering 
point of view, but from a psychological aspect. As a result, 
they have decided to install in their important clerical work- 
rooms an indirect method, in order to get a thoroughly diffused 
soft light (the equivalent, as near as possible, of daylight). Our 
experiments with various forms now on the market have not 
progressed far enough for any practical decision to be made in 
this respect. 

Next in importance to light is certainly the question of ven- 
tilation. Every practical man in my audience has undoubtedly 
observed for himself that improperly ventilated rooms produce 
upon the clerks as early as 2:30 or 3 o'clock in the afternoon, 
if not earlier, a peculiar effect which is demonstrated by the 
large number who find occasion to leave their seats with. papers 
in their hands and walk about from desk to desk, or from floor 
to floor, without being able to give a plausible excuse for so 
doing. As you know, however, and as I know, the real reason 
is that the vitiated air has made the clerk sluggish, and has taken 
from him all desire to work. It is hard to state this proposition 
in percentages, but it is certainly conservative to say that the 
lack of ventilation in the majority of offices may be roughly 
stated as representing a loss of at least 25 per cent of efficiency 
in the working force after 2 p. m—and sometimes a much 
larger percentage. In proof of this statement I would simply 
say that to my personal knowledge this condition has induced 
many insurance offices to decide on early closing, on the ground 
that little or practically no work is done after 4 o'clock in the 
afternoon, owing to the mental lassitude of the clerks, which is 
due to the lack of fresh air. I do not mean to imply by this 
that all offices closing at 4 o'clock do so on account of poor 
ventilation, nor that all offices keeping open till 5 or 6 o'clock 
prove by so doing that they have good ventilation. 

I do say, however, that few offices are well ventilated; and 
the results of bad ventilation have been so generally observed 
that many persons consider the last hour or hour and a half 
of the afternoon as a period practically without results. This 
condition has of course furnished an excuse for early closing to 
such offices as desired to find one. 

A practical illustration of the value of light and air in cre- 
ating efficiency was given when the crowding of our offices at 


- 


[5 








The Journal of Accountancy 


130 Broadway made it necessary for us to move the larger por- 
tion of our clerical force to our building at No. 2 Albany street, 
where light, air and space were plentiful. This move increased 
our efficiency at least twenty-five per cent. 


It might interest you to hear a quotation from a report re- 
cently made to me by a representative of my department who 
met with the architects and engineers having charge of these 
matters in connection with our new offices. 


“After visiting, in company with the architects, a number of the 
most up-to-date office buildings, equipped with various forms of arti- 
ficial ventilation, I am compelled to believe that a perfect system adapted 
to general use has not yet been devised, and that the systems now in 
use are very expensive, to say the least, and their results open to con- 
siderable discounting. It was the candid opinion of the engineers in our 
party that, generally speaking, in work-rooms where the ordinary condi- 
tions prevail (some people wanting the windows open, some wanting 
them closed, etc.) the simplest method is the best: namely, a forced 
suction to draw out the exhausted air from the top of the room, and 
sufficient openings or intakes to introduce an adequate supply of fresh 
air. These intakes should be controlled so as to prevent draughts, but 
secure a general freshening and movement of the atmosphere. In other 
words, the exhausted air is withdrawn and replaced by a supply of fresh 
air in a fashion not easily affected by open windows or shut windows, 
open or closed doors, etc.” 


All of which, if true, may be translated into the statement 
that the majority of buildings are not adequately ventilated, 
because the majority of builders refuse to pay the price; and 
that those who are willing to pay the price find that the engineers 
have no opportunity for sufficient experimenting to reach a satis- 
factory solution of the problems involved. In the meantime we 
are necessarily thrown back on the simple problem of getting rid 
of the stale air and providing somehow a constant supply of 
fresh air. 


It is impossible in a twenty-five minute paper to do more than 
indicate in the most casual way the problems that come up in 
connection with making an office or office building into a work- 
ing tool for an office force. It looks simple enough until you 
try it, and then the questions multiply until they become legion. 
The one thing evident is that an efficient office depends largely 
for its efficiency upon the physical conditions imposed by its 
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building. The space must be adequate, the force must be 
stationed with a view to the passing of the work—that is, the 
different groups of workers must be made to cog in with one 
another and create a smooth working machine. Careful study 
must be made to avoid unnecessary floor travel. Mechanical 
appliances must be used to bring all the workers into closest 
proximity with one another by elevators, dumb waiters, mechan- 
ical pick-up and delivering devices, and adequate and effective 
interior telephone service. Long corridors, intervening courts 
and light wells, fire walls, fire towers, intervening elevator shafts 
and other building necessities must be carefully studied in this 
connection. 


The location of vaults, store rooms, lavatories, wash rooms, 
cloak rooms and rest rooms must be studied with a view to 
keeping the working forces intact and preventing the considerable 
element of wasted time at the beginning and close of each session 
(morning and afternoon) as well as the absences which will 
creep in, unless these matters are carefully considered. 


It makes a great difference whether, in a large force of sev- 
eral hundred or several thousand, the clerks’ time begins when 
they enter the building with wraps on, or when they enter the 
work room ready for business after having put their hats and 
wraps in their lockers, the arrangements of the office being such 
that they can do this before they register their time. 


It means a great deal in a stenographic department to have 
proper lavatory facilities so that soiled hands can be washed 
without leaving the room. It also means a great deal if vaults 
needed by any division are a part of the physical equipment 
of that division, making it unnecessary for clerks to leave their 
own work room to refer to records in the vaults. A considerable 
percentage of the actual working time of any clerical force is 
saved if toilet facilities are on the same floor as the work room 
and not several floors away. It means a large percentage of 
increased efficiency if clerks are kept at their desks as hand 
workers and not forced by physical conditions to become leg 
workers and leave their desks to fetch and carry papers; it means 
even more if leg workers can be dispensed with, and mechanical 
means employed to run the errands up and down between floors 
or between departments. 
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We must admit that all these things find their natural ex- 
pression in pay-roll savings. 

In this brief outline | have endeavored to indicate that the 
building plays a most important part in the general question of 
office efficiency, and I leave this part of our subject with the 
statement that next to the proper location of help, the proper 
supervision of same, and the general employment of the most 
up-to-date labor-saving devices, is the proper planning of a 
modern up-to-date physical equipment—for the building has 
much to do with increasing or decreasing the pay-roll. 


How EMpLovEeEsS SHOULD BE DIVIDED 


I might state that in our office we divide our clerks into 

several classes, namely : 

Boys 

Junior clerks (male and female) 

Senior clerks (male and female) 

Special clerks (male and female) 

Supervisory and technical (male and female) 
with some recognized subdivisions under some of these headings, 
such as typists, copyists, phonographers, stenographers, adding 
machine operators, multigraph operators, and addressograph 
operators. Beyond all these classes are department or bureau 
heads, junior officers and executives. 

In addition to this we have studied the work of each class, 
and have established a system of minimum and maximum com- 
pensations which permits the employment of clerks at a proper 
and reasonable starting point giving them so long as they con- 
tinue in the same class an expectation of increased compensation 
based upon merit and length of service, while compensation beyond 
the maximum must be secured by promotion. On our part we are 
endeavoring to provide ways and means for the education of 
the clerks of one class so as to make them eligible to enter the 
classes above them. 


How FAR SPECIALIZATION OF ACTIVITIES SHOULD BE CARRIED 


As to how far specialization of clerical activities should be 
carried, I would state that this is too broad a subject for more 
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than mere mention here. | am a great believer in specialization ; 
in fact, to my mind that is what complete organization requires. 
The work of each division must be analyzed and properly dis- 
tributed among those who by specializing are enabled to handle 
the largest possible volume in the shortest possible time and with 
the smallest possible liability to error, while it is also easy to 
fix responsibility for work done. But there is a point of safety 
beyond which specialization cannot be carried, in that we must 
have understudies to each and every position so that the em- 
ployee’s resignation, vacation or absence from any other cause 
will not handicap the work, and so that we may at all times be 
prepared to make promotions; therefore, we do specialize in 
every department, but within well defined limits. 


RELATION CoMForT OF EMPLOYEES BEARS TO THEIR EFFICIENCY 


I believe a contented mind is the secret of good work, and 
while many things may contribute towards securing a contented 
mind, one of the first and most important is the physical comfort 
and heaith of the clerk. For this reason we are giving consider- 
able study to everything entering into that problem. 

In order to establish such mental contentment, we are, as 
before stated, studying the problems of ventilation, light, etc., 
and have established a hospital service as well as periodical health 
examinations under the supervision of a doctor and trained 
nurse. Also, with this in view, we have established for our 
women employees a rest room; and have a welfare committee 
(a sub-committee of our general committee on efficiency and 
economy) who are seeking in every way to secure both in our 
present offices and in our prospective offices those conditions 
which will contribute to the physical comfort of our employees. 
In this connection, we may say that there are larger questions 
that enter into the problem of securing the contented mind of 
which we spoke, and which our welfare committee and all our 
officers are planning in various ways to bring about. For in- 
stance, we have a plan whereby we provide a certain sum of 
insurance for all our permanent employees who have been one 
year or more in the employ of the company, continuing during 
their term of service. We have also recently inaugurated a 
pension scheme providing under varying conditions for those 
who have grown old in the service and passed the age limit, this 
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pension being a reward for long, faithful, and satisfactory 
service. 

We are at the present time formulating plans for the open- 
ing of a cooperative store at which our employees may buy 
many of the necessaries of life at little more than cost price. 

In all of these things we are seeking to create conditions, 
both physical and mental, which will enable our clerks to give 
us their undivided time and thought and best efforts, with a 
feeling of contentment in their position and loyalty to and pride 
in their company. 


How Proper REst PERIODS MAY BE OBTAINED 


The problem of fixing proper rest periods has not as yet been 
brought very forcibly to our attention because of the nature of 
our work and the short hour schedule of our office. Normally, 
we work from nine in the morning until four in the afternoon, 
and with few exceptions these hours are very generally main- 
tained throughout all the departments. Now and then, of course, 
there are exceptions, for this uniform year around early closing 
was adopted with the distinct understanding that it held good 
so long as the work was kept up. We can very well understand 
how in certain forms of machine work or prolonged routine work 
of monotonous character certain rest periods for the relief of 
operators would be necessary ; but our work is so free from mono- 
tony that the necessity of relief during the short period of nine 
to twelve o> from one to four does not occur. In this connection 
we would also mention the fact that we close on Saturdays at 
twelve, and this also relieves the strain of the week’s work. For 
such machine work as we do employ, as for example the addresso- 
graph, photostat, multigraph, etc., we use automatic and power- 
driven machines, and thereby eliminate even for that class of 
operators the necessity of rest periods. 


How ENDEAVOR MAY BE STIMULATED AND REWARDED 


We are familiar with many of the methods employed along 
this line, and believe in the general principle, but have not as 
yet elaborated any very extensive system. Our company for 
some years past has been going through a process of reorganiza- 
tion, a great many promotions have been made, and advancement 
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for a great many has been rapid. This condition has, to a large 
extent, deferred the necessity and the opportunity for working 
out any special scheme for stimulating and rewarding endeavor. 
We have, however, under consideration at the present time the 
working out of such a plan, and the creation of various means 
of recognizing special work and special endeavor, by a series 
of emblems of honor and rewards. In this connection, we have 
in operation at the present time a plan whereby the clerks who 
have made certain meritorious records for perfect attendance 
and efficient work may have certain privileges granted them in 
the way of extra time off, etc. 

As stated before in connection with the salary scheme which 
has been recently inaugurated, the various plans made to induce 
clerks to study for and seek promotions from class to class are 
in themselves the most effective means of stimulating and re- 
warding endeavor. In other words, the reward will come with 
promotion, and the promotions are encouraged. 


Finally, I would say that the real secret of office efficiency lies 
in the human factor—the right man or woman in the right place. 
The first selection must be made intelligently. We cannot make 
silk purses out of sows’ ears; and the standard first established 
must be maintained; this means proper methods for the develop- 
ment of the fit and the discovery of the unfit; and not least im- 
portant, there must be a continuous process of elimination of 
the unfit. The supervision must be right; the administration 
just. 

If it is true, as you have often heard, that Mark Hopkins 
at one end of a log and James A. Garfield at the other, make 
a first-class university anywhere at any time, it is also true of 
any business that a working force of one hundred per cent 
efficient workers under first-class supervision can produce first- 
class results, in spite of many handicaps in building, methods, 
and working tools; but it is also true that a workman of the 
highest skill equipped with tools of the highest order can un- 
questionably do better work and more of it in the same time and 
at less cost. And this is our problem in office efficiency ; namely, 
to combine the best workers, the best tools and the best supervi- 
sion to get the best results in the least time and at the least cost. 
There is nothing so dear as cheap help; nothing so cheap as the 
most efficient workers. 
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The Treatment of Interest on Manufacturing 
Investment 


3y ArTHUR BerripceE, C.P.A., LL.B. 


In the discussion as to whether or not interest on investment 
should form a part of manufacturing cost, | am strongly of the 
opinion that it should not, and | beg to submit the following 
reasons in support thereof: 


1. Where the proprietors furnish the necessary capital 

The full earning capacity of any business is the total revenue 
it is capable of producing under maximum efficiency, after being 
adequately capitalized. If the proprietors furnish the necessary 
capital, and proper cost records are kept, they will disclose true 
costs without considering the question of interest on invest- 
ment. In fact such an item would be improper. 

Let us suppose a business man to be seeking an investment. 
He has in mind several classes, but he is favorably disposed 
toward bonds. In his choice of a bond he takes several elements 
into consideration, but foremost among them are security of 
principal and the largest revenue consistent with such security. 
Let us note that he cannot obtain this revenue without parting 
with his principal. Let us also note that in calculating his profit 
on said investment, he does not consider as an expense interest 
on the principal invested in said bond. Now if, after due con- 
sideration, he also decides to establish some manufacturing enter- 
prise, because (let us hope) he expects to obtain larger returns, 
is it not as logical for him to discard such an extraneous item as 
interest on his investment, and to deal rather with the real 
elements entering into his cost? If this is done, it will be an easy 
matter to see the true results, to decide what net profit has been 
made, what per cent it bears on his investment, and which in- 


vestment is more remunerative. 


2. Where the capital is borrowed 

Interest on investment should not be included as manufactur- 
ing cost when the capital necessary to finance the business is 
borrowed. If the full capital is supplied by the proprietors, the) 
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will enjoy the full amount of profits earned. But if a portion of 
the necessary capital is borrowed the contributors of such por- 
tion must share in the profits of the enterprise with the proprie- 
tors. It is true that large contributors are called bondholders 
and that their share of the profits bears the appellation “interest 
on bonds,” but a mere name cannot change the nature of the 
transaction, and in accounting matters it is the nature that de- 
termines the proper place for an item in a statement. If this 
interest, therefore, be a payment out of profits earned (as it 
unquestionably is) instead of an item to be considered in deter- 
mining what profits are earned, I say it has no place in cost 
accounts. 

Again, let us remember that the ostensible object of cost 
accounts is to show a proprietor what his manufactured product 
costs. Accountants are laying special stress on the importance 
of this branch of accounting. They state that it marks another 
milestone on the road to perfection in accounting matters; also 
that concerns which do not provide for production costs are be- 
hind the times, etc. These statements are no doubt true, but 
if we vitiate cost accounts with extraneous matters like interest 
on investment, it seems that we are vainly seeking after accuracy 
in costs, and further that the real reason why some manufacturers 
take kindly to it is because it furnishes them with an imaginary 
item with which to augment the sales price of the product. Why 
should we place among manufacturing costs an item which is 
really no cost of the product, but rather in the nature of a penalty 
that the proprietor should pay out of his share of the profits 
on account of his not furnishing the capital necessary for the 
proper and efficient conduct of the enterprise? 


Rent 

The fact alone that one proprietor owns the building in which 
he manufactures, should not cause a discrepancy in costs between 
his product and that of another manufacturer who rents his 
factory space. If other things be equal, both costs should agree. 
All accountants will no doubt assent to this statement, though 
the method employed in obtaining the result may be criticized. 
As I view the facts, and as already stated, it is a proprietor’s 
(or co-proprietor’s, in the case of a partnership or corporation) 
duty properly to capitalize the undertaking, and while this cap- 
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italization includes machinery and equipment, it also includes 
buildings. Indeed it is necessary to provide the building before 
the machinery can be installed. Now, if he fails to provide for 
said building, and as a consequence some one else comes to the 
rescue and erects one for which a rental has to be paid, is it not 
clear that this is an item chargeable against the proprietor’s share 
of profits earned by the enterprise for him? By what logic 
should it be charged against manufacturing cost? It seems to me 
that if a manufacturer owns his building no charge should be 
made in the accounts for rent, because things are as they should 
be. He is furnishing the necessary capital, and he is entitled to 
all the net profit earned. If, however, he has no building, he is 
delinquent in his capitalistic duties and rent must be paid; but 
this should be charged against his profits, and should not affect 
the cost accounts, since they are not meant to be an index for 
registering apparent increased or lessened costs dependent upon 
the manner in which capital is raised. I am well aware that in 
making such statements, I am departing from what is considered 
standard accounting practice, yet I am expressing my convictions 
on the subject. I trust that this discussion will continue for some 
time and that many ideas will be expressed, as I would like to 
see this much mooted question settled by the consensus of opinion 
among accountants. 






































A Problem in the Distribution of Expense 
Burden 


(A Paper for Accounting Students) 
By H. C. Benttiey, C.P.A. 
(First Article) 


The accompanying problem in cost finding is designed to illus- 
trate in a limited and somewhat elementary manner the distribu- 
tion of manufacturing expenses according to the principles set 
forth in A. HamMiLton CuurRcH’s two works, Production Factors 
and Proper Distribution of Expense Burden. The problem is 
purely suppositional, the figures given not illustrating the re- 
sults of any one plant’s operation. Nor has any effort been made 
to present figures which are relatively correct. The sole func- 
tion of the problem is to illustrate the workings of the methods 
of distributing expense burden in so far as they may be reflected 
through a set of ledger accounts and thence into the balance 
sheet, condensed statement of production costs, and profit and 
loss statement. 

The writer does not claim that the titles of the operating 
accounts are ideal, nor that the general scheme of classification 
could not be improved. A lesser or greater number of accounts 
might be employed in working out such a problem as the one 
presented, and the titles of these accounts might be very differ- 
ent from those given here. Such differences of classification 
and ledger captions would not affect the principles involved. For 
the sake of simplicity it is assumed that all of the accounts 
employed are carried in the general ledger. 

It is taken for granted that those interested in this problem 
are reasonably familiar with the principles of expense distribu- 
tion as laid down by Mr. CuHurcu; also with the forms and 
functions of records commonly used in connection with a manu- 
facturing accounting system where monthly costs are determined. 

Mr. CuurcH defines a production factor as “any expense that 
has a definite relation to cost of production.” Production factors 
may be divided into three general classes: 

(1) Direct labor. 
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(2) Materials, finished parts, etc., which are directly charge- 
able to specific production orders or processes. 

(3) Expense burden, more commonly termed manufacturing 
expenses, overhead expenses, or indirect production ex- 
penses. 

A production center is a machine, workman’s bench, open floor 
space for assembling, vat, etc., used directly in producing or 
assembling finished products or parts. It does not comprehend 
machines and spaces which are not used directly in producing, 
such as power house equipment, machine room equipment, 
elevators, grindstones, transport equipment, or space used by 
stores department, receiving department, shipping department, etc. 

The first two elements of production cost are comparatively 
easy to handle in a cost system, because they are capable of being 
charged directly to the specific production orders or processes 
into which they enter. 

To aid in properly allocating the materials and finished parts 
which go to make up finished goods, these are requisitioned from 
stock, and from these requisitions the accounting department 
determines the quantities of the various kinds of materials and 
finished parts to be charged to each production order or process. 
On these stock requisitions is shown the date, quantity and de- 
scription of each item required, the number of the production 
order or process for which they are required, the name of the 
person by whom the requisition is made, etc. 

To allocate labor charges properly, the time devoted to each 
job by the operatives is recorded on time cards or time tickets, 
a separate daily time card or ticket being made out for each 
operative. In many cases a new ticket is made out for each 
production order or process on which the operative is engaged 
during the day. Under this latter plan, if an operative worked 
on six different jobs during a day, he would receive and turn in a 
separate ticket for each one of these jobs, or six time cards or 
tickets for the day. The tickets or cards give the accounting 
department the necessary data for labor charges. 

From the detailed material requisitions and time records, the 
accounting department is able to determine the cost of raw 
materials, finished parts, and direct labor chargeable to each 
active production order or process. At the close of each month, 
the total cost of each of these direct elements is debited to manu- 


26 





A Problem in the Distribution of Expense Burden 


facturing account, the credits being made to raw materials, fin- 
ished parts, and pay roll accounts respectively. 

The third element, overhead expense, is extremely difficult 
to handle satisfactorily, because it is an indirect charge. The great 
problem is to ascertain what part of the cost of power, heat, light, 
repairs, depreciation, taxes, insurance, superintendence, etc., is 
chargeable to each production order or process. The enumerated 
expenses, together with the various other elements of expense 
which go to make up the expense burden, may be common to all 
production orders, and to apply these specifically and equitably 
so as to determine the unit cost of each kind of product manu- 
factured is the difficult part of cost finding. The present prob- 
lem deals more particularly with this third element of produc- 
tion—the expense burden. 

In Mr. CuyurcH’s two works already referred to, he has dealt 
almost exclusively with the third element of production, showing 
the weaknesses and defects of the man-rate, man-hour, and old 
machine-rate methods of distributing overhead expense and ex- 
plaining in detail the advantages of what he terms the scientific 
method of distributing expense burden. Briefly, his method con- 
sists in establishing the proper classification of the elements of 
expense burden, in determining the fixed, and estimating the 
variable expenses for a year in advance, and in distributing these 
over the different production centers in order to determine the 
proportion of the total annual expense burden which is chargeable 
to each production center, i. ¢., each machine, bench, open floor 
space, etc., used in producing and assembling manufactured 
products. 

It might be well to state here that a shop consists of produc- 
tion centers (machines, workmen’s benches, assembling spaces, 
etc., used directly in production) and non-producing departments 
or spaces (such as receiving department, superintendent’s office, 
office for factory clerks, stores department, shipping department, 
tool room, etc.). 

Establishing a proper classification to cover the various ele- 
ments of expense burden is work for an accountant, but estimat- 
ing these various elements, exclusive of those which are fixed 
and tolerably constant, is mot work for an accountant, as it 
requires a knowledge of production technique and also a very 
complete knowledge of the conditions peculiar to the plant for 
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which the system is being designed, which the accountant or- 
dinarily does not possess. The accountant may designate the data 
required and prepare schedules for properly classifying such data, 
but the estimating should be done by persons who are expert in 
that work or who are particularly familiar with conditions. 

On subsequent pages are shown fourteen schedules which give 
some idea of the manner in which the various elements of ex- 
pense burden—some fixed but most of them estimated—are 
mustered under classified headings. In these schedules both the 
monthly and yearly charges are shown with respect to each ele- 
ment, the annual charge being determined in advance and the 
monthly charge being fixed at one-twelfth of the annual charge. 
Obviously in practice it would be inaccurate to allot to each 
month just one-twelfth of the annual expense burden, since 
some months include a less number of working hours than others, 
as a result either of their being shorter months or of their in- 
cluding a greater number of Saturdays, Sundays or other holi- 
days. The monthly charges of the accompanying schedules are 
estimated as one-twelfth of the annual charges for the sake of 
simplicity. It might be preferable in some cases to divide the 
year into thirteen periods of four weeks each. 

In actual practice the schedule should show the annual 
charges in the first column, with twelve additional columns fol- 
lowing—one for each month—in which should be entered the 
proportion of each element applicable to the month for which 
that column stands. Then the footing of the first column— 
column of annual charges—would equal the sum of the footings 
of the twelve monthly columns—no two of which might exactly 
agree. 

The following method for determining the proportion of each 
element of expense burden which applies to a given month suffices 
for all practical purposes. Estimate the total normal working 
hours for one year, each month of the year to be considered 
separately in making this estimate. If Saturday is a short day, 
it will be necessary to take this into calculation. A schedule 
should be prepared showing the number of working hours for 
each month. To compute the proportion of each element of 
annual expense burden applying to a given month, divide the 
annual amount by the total estimated working hours for the 
year. This gives the amount of expense burden chargeable to 
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each hour, and this multiplied by the estimated working hours 
for the given month gives the total normal charge for that month. 
Insert this product under the proper month on a line with the 
title of the element under consideration. In like manner com- 
pute the monthly production of each element for each of the 
twelve months. The items shown under any given month are 
used in the monthly journal entries for that month. 

It is an excellent idea to keep a record in a loose-leaf ledger 
or on cards for each production center, showing its annual 
charge for each element of expense burden, its normal working 
hours per diem and per annum, and its hourly rate. This record 
should show the number of actual hours worked during each 
month, the lost time and the overtime. If found desirable, an 
hourly rate for overtime of each center may be estimated, and 
these overtime rates may be used in charging overtime to pro- 
duction centers. 

To estimate the overtime rate of a given center, determine 
the ratio of its annual elements of expense burden which are 
affected by overtime to its total annual expense burden, and 
multiply its normal hourly rate by this ratio. When overtime 
rates are employed, the overtime of each center should be re- 
corded on the cost sheets or cards separate from the normal 
time and preferably in a different color of ink. The total cost of 
normal time of centers is debited to manufacturing and credited 
to estimated manufacturing expenses account. The total cost 
of overtime of centers is debited to manufacturing and credited 
to overtime of production centers account. The actual cost of 
working centers overtime may be debited to overtime of produc- 
tion centers at the same time that the various operating accounts 
which show increased charges as a result of working overtime 
are credited. Of course overtime rate would not be employed if 
it were known in advance that certain or all production centers 
would be operated overtime during a given month or longer 
period. In such case the estimated running times would contem- 
plate such overtime. 

Attention is called to the order of the fourteen schedules 
which are brought in later, beginning with land expenses and 
closing with estimated manufacturing expenses—so called be- 
cause the majority of items composing the expense burden are 
not fixed. Land expenses are first assembled and distributed on 
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a definite logical basis. Then the expenses of the different build- 
ings are assembled and distributed, and so on, each group of 
expenses being assembled and distributed according to the year 
in which they, or at least some portion of them, find their way 
to the final summing up place—estimated manufacturing ex- 
penses. The basis of apportioning each element of expense 
burden is fully discussed in Mr. Cuurcn’s work Production 
Factors, to which reference is made. 

Having determined the fixed, and estimated the variable 
elements of expense for one year in advance; having scheduled 
all of them under properly classified headings; and having dis- 
tributed the annual charge for each element over the twelve 
months; the next step is to determine the proportion of each 
element which applies to each production center. 

Building expenses (including a proper proportion of land 
expenses), expense of lighting, and expense of heating are ap- 
portioned on the basis of the floor area utilized by each 
production center. The floor area of each center (shown 
on diagram, page 40) is determined in the process of com- 
puting the total usable floor area of the factory, as the total 
usable floor area must, of course, represent the aggregate of the 
areas apportioned to the various producing and non-producing 
centers or departments. 

Taxes and insurance on production centers are based on the 
relation which the cost of each center bears to the aggregate cost 
of all centers. Repairs is an estimate in which each center is 
separately considered. Depreciation is based on a flat rate per 
annum for each center. Power expense is apportioned on the 
basis of estimated H. P. consumption of each center which 
requires power. Oil, waste and grease used are based upon an 
estimate which considers each center separately. 

The remaining elements, representing indirect personal serv- 
ices (superintendence, clerk hire, buying, receiving, stockkeeping, 
etc.) must be apportioned on whatever may be considered the 
most equitable basis; i. e., each center must be charged with its 
share of these elements. To decide each center’s share intelli- 
gently, practical judgment and a careful consideration of all 
conditions which have a bearing upon these elements in their 
relations to the various centers, are necessary. 

A separate schedule should be made out for each production 
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center, after the manner illustrated by schedule No. 15. If there 
are several similar machines, benches or open spaces, constitut- 
ing duplicate centers, it is necessary to compile only one schedule 
for each group of duplicate centers. Thus, if there were twenty 
duplicate spinning machines, one schedule would suffice as it 
would show the hourly rate to be charged for each of the twenty 
centers. By dividing the proportion of annual expense burden 
applicable to a given production center by the number of hours 
it is expected to be operated during the ensuing year (its normal 
running time per annum), the quotient will represent the cost 
per hour for operating that particular production center. 

The time which each production center is operated on each 
production order or process is usually determined from the time 
records of the operatives, and such time is recorded on the 
proper cost sheets or cards, a separate sheet or card being kept 
for each production order or process. At the close of a month 
the time of each production center charged on each cost sheet 
or card is totaled, and each total is multiplied by the rate per 
hour referred to in order to determine the proportion of expense 
burden chargeable to each of the active production orders or 
processes. These separate products are recorded on the proper 
cost sheets or cards. The sum of these products should represent 
the total fixed and estimated elements of expense burden ap- 
plicable to the month, provided all of the production centers 
have worked the estimated number of normal working hours 
allotted to that month. 

Of course each of the three elements of production (direct 
labor, material, and expense burden) may be allocated to the 
various jobs or subdivisions of a production order when deemed 
practicable. The term “production order” as used in this problem 
corresponds to what Mr. Cuurcu calls “works order.” Sub- 
production orders correspond to what Mr. CuurcH terms “jobs.” 


It will thus be seen that each production center is placed 
upon an independent basis. It must, if it may be so expressed, 
pay for itself (depreciation) and also for its proportion of the 
remaining elements of expense burden, and it will do this if 
the rate per hour is correctly computed and if it is employed 
the estimated number of normal working hours. If it works 
less than the estimated normal running time, its owner is the 
loser by reason of lost efficiency. It will further be seen that 
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each production order or process is charged with its proper pro- 
portion of productive expense burden on the basis of the number 
of hours each center works on that particular order or process. 
If there is idle time of production centers to dispose of, an extra 
assessment may be levied on each active order or process to 
cover the loss resulting from this unproductive expense burden. 
The extra assessment is levied according to the total number of 
hours which the different centers work on each active order or 
process during a month, as explained hereafter. 

Accounts are kept in the ledger to correspond with the four- 
teen schedules given hereafter. The monthly debits to these 
accounts agree with the corresponding monthly columns on the 
schedules. The credits show that the debits have been distributed 
to some other account or accounts. The final summing-up ac- 
count—estimated manufacturing expenses—shows by its monthly 
debit footing the total fixed and estimated elements of expense 
burden applicable to the month. 

If every production center works its normal number of hours 
during a month, all the estimated and fixed elements of expense 
burden will be distributed among the production orders or 
processes because the total of hours worked by each production 
center on each production order or process is charged for at an 
hourly rate which includes a proper proportion of the elements 
of expense burden. These computations are made at the close 
of each month. The sum total of all such charges to the active 
production orders or processes will agree with the monthly 
charges to estimated manufacturing expenses account, provided 
every center has been operated at its normal running time. If 
the aggregate charge to the production orders or processes to 
cover expense burden is less than the sum of the debits to esti- 
mated manufacturing expenses account, then, generally speaking, 
there is a loss from idle time of production centers to be levied 
upon the active production orders or processes. Under ordinary 
conditions the loss occasioned from idle time of production cen- 
ters would never amount to a very large figure as compared with 
the total expense burden. 

If the undistributed expense burden is to be assessed to the 
active orders or processes it becomes necessary to distribute the 
loss from idle centers and also the loss from idle time of opera- 
tives on some arbitrary basis, as the man-rate, man-hour, or 
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“supplementary rate.” In other words, if certain or all of the 
production centers have worked less than their estimated normal 
running time, a portion of the annual expense burden applicable 
to the month in question will remain undistributed over the pro- 
duction orders or processes. This residue will represent the 
cost of lost time production centers and may be distributed, as 
suggested, by the man-rate or the man-hour, or by means of 
what Mr. CuurcH terms the “supplementary rate.” 

The cost of lost time of operatives may be distributed in the 
same manner by dividing the sum of the residue referred to, 
plus the lost time of operatives, by the total hours worked by 
all production centers, the quotient being the ratio of loss from 
idle time to actual running time and showing the amount of this 
loss which must be charged against each hour’s time of actual 
working. This quotient should be multiplied by the total time 
of centers charged on each cost sheet or card during the month, 
regardless of the time of each production center, and the product 
should be recorded thereon. The aggregate of these products 
should equal the amount of the undistributed expense burden 
plus the cost of any lost time of the operatives. It might be 
desirable to distribute the lost time of centers and lost time of 
operatives separately. The first distribution, based upon the 
actual running time of the production centers, provides a means 
of determining costs on a normal basis, while the second distribu- 
tion, based upon the “supplementary rate,” provides a means 
of determining costs under abnormal conditions. Each result 
is shown separately, thus affording consistent comparisons in 
costs quite regardless of whether the conditions are normal or 
abnormal, and yet affording equally valuable comparisons of 
results based upon the actual conditions existing. 

If desired, however, the undistributed expense burden of 
centers, and the lost time of operatives, may be charged direct 
to some nominal account such as “Lost Time of Centers and 
Operatives,” instead of being distributed among the active jobs 
or processes. This plan is consistent with the idea advanced by 
those who contend that lost time of centers and operatives is a 
dead loss, and not a proper charge to production costs. Mr. 
CuurcH states: “Under any circumstances, the rate is simply 
a memorandum of the ratio of waste to production. It is in 
no sense a cost, since it can afford no information of service 
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either for estimating or for comparison with past or future jobs 
of the same kind. It merely represents the accidental circum- 
stances of the shop during the period, and to that extent is a 
barometer of conditions.” It is “the ratio of wasted capacity to 
utilized capacity.” 

No mention has yet been made of the difference which may 
exist between variable elements of expense burden as estimated 
and as actually incurred. As stated heretofore, all the elements 
of expense burden, except those that are fixed, are estimated for 
a year in advance. This is a requirement precedent to the work- 
ings of Mr. Cuurcn’s methods. At first sight this appears 
theoretical and unscientific. As a matter of fact it is usual and 
absolutely necessary to estimate many of the elements of expense 
burden in advance when monthly costs are computed under 
any costing system. Thus, such elements as depreciation and 
taxes must be estimated in advance, and so much repairs, unless 
the monthly repairs as incurred are charged in place of a fixed 
monthly charge for which a reserve is provided. There are 
also certain fixed charges which can be determined in advance 
with accuracy, such as insurance, interest on capital if that 
element is to be included, etc. Then there are various elements 
which are tolerably constant, such as the annual salaries of 
officers, department heads, office help, wages of watchmen, etc. 
There are also certain elements of expense burden which it is 
impossible to estimate in advance with absolute accuracy, such 
as fuel consumption, water rates, lighting, power plant wages, 
receiving, warehousing and storing wages, oil, waste, and grease 
used, etc. 

As a general proposition, neither the fixed charges nor the 
tolerably constant charges are affected by lost time or overtime 
of production centers. Of course, depreciation and repairs are 
influenced somewhat by overtime on the assumption that produc- 
tion centers depreciate more rapidly and require more repairing 
if they are worked overtime, but they do not depreciate in the 
same ratio, provided the rate of depreciation contemplates obso- 
lescence, as well as wear and tear. It is also a question whether 
the necessity for repairs is increased proportionately by reason 
of working overtime. Certainly it would not seem desirable to 
attempt any adjustment of the reserve accounts for depreciation 
and for repairs and renewals by reason of working production 
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centers overtime or undertime, unless it was known in advance 
that the shop was to be run on short time or extra shifts, in 
which case the estimated normal running time of centers would 
contemplate such conditions. The reserve accounts for repairs 
and renewals may be either closed each year, or carried forward 
in the expectation that their balances will be equalized during the 
following year, the particular practice as to this depending upon 
the policy adopted. 

Various operating expense accounts are kept with the fixed 
elements, tolerably constant elements, and fluctuating elements of 
expense. Such accounts are credited each month with the esti- 
mated or fixed amounts applicable to the month, and at this time 
estimated manufacturing expenses account is debited. The op- 
erating accounts are debited with the actual expenses as incurred. 
All such accounts, except the depreciation reserve accounts, show 
by their balances the difference between the estimated expenses 
and the actual expenses incurred. The question is, Shall such 
differences be disposed of each month? Or, shall only the balances 
of those accounts representing variable expenses be thus dis- 
posed of? Or, shall all such differences be carried forward until 
the close of the final year and then be disposed of? If the last 
course is adopted it will be necessary to determine from such of 
the accounts as involve one or more of the non-manufacturing 
departments (selling, shipping, and general administration), the 
proportion of each of their balances which applies to one or more 
of the departments mentioned above. Journa! entries should then 
be made transferring these proportions to their proper depart- 
ments. The adjusted balances of the operating accounts which 
involve the non-manufacturing departments, together with the 
balances of the operating accounts which apply exclusively to 
manufacturing, should be transferred to the adjustment of esti- 
mated manufacturing expenses account, the net balance of which 
will show the difference between the actual expense burden in- 
curred during the year and the estimated expense burden for that 
year. Of course, the adjustment account is closed into profit and 
loss, but in the annual report it should be merged into the item 
of manufacturing expenses. 

Actual conditions should largely determine the manner of 
disposing of the balances of all accounts representing variable 
elements of expense burden. In case of lost time these accounts 
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should normally show credit balances, and in case of overtime 
the reverse condition would hold. In the summer, the fuel con- 
sumption and lighting accounts may show credit balances which 
will be equalized by heavier charges in the winter months, and 
reversed conditions may apply to water rates, oil, waste and 
grease used, etc. Such accounts as office supplies used, mis- 
cellaneous expense accounts, etc., may fluctuate quite widely as 
between months and yet such fluctuations may equalize during a 
year regardless of the effect of overtime or undertime. In view 
of these conditions it would not seem desirable to adjust the 
differences between the estimated and the actual elements of 
expense burden each month, except in the case of a heavy 
run of overtime, in which case all excess expenses which can be 
traced to overtime should be distributed as explained hereafter. 
Or, if desired, an hourly rate for overtime may be estimated for 
each production center. In such case the normal time is charged 
for at the normal rate and the overtime at the overtime rate. The 
credit for the former would be taken into the estimated manufac- 
turing expenses account, while the credit for the latter would be 
taken into overtime of production centers account, against which 
should be charged the cost of working overtime as determined 
from the operating accounts, which must be credited. 


If the time worked by production centers during a month 
exceeds the estimated normal working hours for that month, 
then the aggregate amount of expense burden charged on the 
cost sheets or cards would exceed the estimated expense burden 
applicable to that month, thus leaving a credit balance in the 
estimated manufacturing expenses account instead of a debit 
balance as in the case of idle time. Since the fixed hourly rate 
of each production center contemplates the total annual fixed 
expenses, including such charges as taxes, insurance, interest, 
wages of watchman, salaries of persons who are not paid for 
overtime or who would not necessarily work overtime even 
though the operatives did, it follows that the amount of expense 
burden charged to each production order or process is excessive. 
Overtime will, of course, cause more expense for power, heat, 
light, oil, waste and repairs, and depreciation to a limited extent, 
etc. If overtime occurred infrequently, or if the amount of 
overtime in any one month was not large, it might be desirable 
to let the credit balance to estimated manufacturing expenses 
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account stand, and close it out annually into the adjustment of 
estimated manufacturing expenses account. 

If it is deemed advisable to dispose of the credit balance of 
estimated manufacturing expenses account, it may be accom- 
plished as follows: Determine from the various operating ac- 
counts which show by their balances the differences between the 
estimated and the actual expenses, the cost of running produc- 
tion centers overtime. Deduct this cost from the credit balance 
of the estimated manufacturing expenses account and distribute 
the difference negatively over the active production orders or 
processes on the “supplementary rate” basis. It will then be 
necessary to make a journal entry debiting estimated manufac- 
turing expenses account with an amount equal to the credit 
balance, crediting manufacturing with the balance distributed 
negatively, and crediting the different operating accounts with 
the amounts used in determining the total expense of working 
production centers overtime. This method would not be resorted 
to if an overtime hourly rate for each center were used in charg- 
ing overtime to production centers. 

It seems hardly wise to consider the various reserve accounts 
for repairs and depreciation when determining the expense of 
working production centers overtime, since these accounts are 
based upon an estimate which is at best more or less of a per- 
sonal guess, and also because depreciation does not contemplate 
wear and tear only. The efflux of time frequently plays a large 
part in determining the actual depreciation of wasting fixed 
assets. 

As a matter of general information, it seems desirable to touch 
briefly upon two features that have a direct bearing upon the 
subject under discussion, although they are in no way related to 
the particular problem submitted. 


Where automatic machines are employed, Mr. CHurcH ad- 
vocates the inclusion of the tenders’ wages in the hourly rate of 
such production centers. If a man is employed to tend four 
automatic screw machines, or three automatic turning lathes, his 
wages are included in the hourly rate prescribed for each of the 
centers he tends. If he tends four machines, and is paid at an 
hourly rate of twenty cents, the hourly rate of each of the four 
machines would include five cents to cover his wage. This in- 
troduces a factor which must be provided for by an additional 
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operating account under some such heading as “Wages of Auto- 
matic Machine Tenders.” Like all other accounts kept with 
variable elements of production, this account should be credited 
at the end of the month with the estimated cost of wages of 
operatives employed in tending automatic machines; and at the 
same time Manufacturing Expenses should be debited. The 
actual cost of such operatives’ wages, as per monthly analysis 
of pay roll, should be debited to Wages of Automatic Machine 
Tenders, and credited to Pay Roll. 


Where automatic or semi-automatic machines are used, and 
the operatives who tend them are paid on piece-work basis, it 
may be found desirable to establish standardized unit rates 
embracing both burden and wages of tenders in place of the 
hourly rate. To carry out this method, determine the expense 
burden applicable to each production center in the same manner 
as prescribed for the hourly rate method. In a weaving room, 
for example, all machines of the same make, type and cost 
would bear the same proportion of expense burden. Now de- 
termine by several careful tests, made on different days, under 
conditions as diverse as the circumstances permit, and giving 
due consideration to the maximum and minimum skill and speed 
of the operatives, how many units (i.e¢., pecks, yards, feet, 
dozens, thousands, barrels, etc.) should be turned out by a 
given machine in, say, an hour. As the volume of work accom- 
plished is influenced by the skill, speed and trustworthiness of 
the operatives, it will not be advisable to adopt as a fair basis 
the volume of work turned out by the most skilled and dexterous 
tender, nor will it be fair to determine the measure of reasonable 
efficiency by the work of the least skilled and dexterous opera- 
tive. The mean average of the two extremes, however, should be 
a fair index to the efficiency that may reasonably be expected ; or 
possibly the average of this medium with the highest point of 
efficiency would afford a proper basis in determining the volume 
of work which should be turned out by each operative. Having 
determined the volume of work which should be turned out by 
a given center in say, an hour, it remains to divide the hourly 
expense burden of that center, plus the proportion of the tender’s 
wages applicable thereto, by the number of units constituting 
a normal hourly output. The product will represent the cost 
per unit for expense burden and direct labor. This unit rate, 
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multiplied by the number of units turned out during a month, 
or in connection with a given production order, will produce 
the total cost of expense burden and direct labor chargeable to 
the process or production order, as the case may be. 

This method of distributing expense burden and direct labor 
by means of a standardized unit rate results in determining 
costs on an ideal basis; and if that ideal is attained in every 
instance and constantly throughout the year, there will be no 
undistributed burden to dispose of. But since the result depends 
so largely on the variable human factor, it follows that each 
job will be charged with the expense burden and direct labor 
that should suffice for it if the established standard of 
efficiency is lived up to, not with the actual expenditure in either 
respect. And, therefore, the cost of the job so determined will 
reflect an ideal or predetermined cost, based upon what should 
be accomplished, rather than the true cost. When this method 
is used the undistributed burden represents the net difference 
between the ideal and actual burden—some jobs costing more 
than they should, and others less. 

It is obvious that this method is not as sound from an account- 
ing standpoint as the hourly rate method, since it results in costs 
as they should be rather than in costs as they are; and also be- 
cause it is entirely dependent upon the judgment of the person 
who establishes the measure of efficiency used in determining 
the unit rate—a matter in which no two persons might exactly 
agree. If predetermined costs are to be used there is very little 
use for a cost system, save to exhibit the difference between the 
predetermined costs and the actual costs. Such differences might 
point to glaring inefficiency; but the practical man would first 
question the basis for measuring efficiency ; and it might be diffi- 
cult to check up efficiency standards so that they would agree 
with those previously established, and also satisfy the manage- 
ment of their correctness. 
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A. H. C. MANUFACTURING COMPANY 


TriAL BALANCE SHOWING THE BALANCES OF THE LEDGER ACCOUNTS ON 
APRIL 30, 1913, BEFORE THE MONTHLY ApjuUSTING ENTRIES ARE PosTED 


I eis a: «ak. & wien "ow Srsichpsccenee een es ee $ 4,200.00 
DE. ci dntianncusseeeeeaeonnoneen — 69,000.00 
; Reserve for depreciation of buildings ........... $ 8,300.00 
| Production machinery and equipment ........... 48,000.00 
Reserve for depreciation of production centers .. 12,740.00 
Power plant machinery and equipment ........ 20,000.00 
Reserve for depreciation of power plant machin- 
OF CE CIE ov 06s canoudtenentoeneusese 4,302.00 
Main line shafting, hangers, belting, etc. ........ 20,000.00 
Reserve for depreciation of main line .......... 5,000.00 
Machine shop machinery and equipment ........ 12,000.00 
Reserve for depreciation of machine shop ma- 
CRMOTY ONE GUNIRUIEEE .. .00c cc cccccccsccidose 2,196.00 
' ge Ee eee erate nr on Orta 2,650.00 
New work—machine shop (new machines in 
Course GF COMBIPMCNIOR) ccc csccccosiuacsss x: 718.74 
Cy. GUURIINEEE Gnas cacccnidescsens emetabises 8,080.00 
; Reserve for depreciation of office equipment..... 3,462.00 
CII sc oxidw ein scx sc tbaeeae sss dcacereaaens 75,000.00 
Income-producing real estate: 
RE SEE hie 4 SA Re ann be 5,000.00 
Co nee Serre teas 36,000.00 
Reserve for depreciation of workmen’s cottages. . 7,200.00 
a ere re oe 17,600.00 
Treasury stock donated (500 shares of common) 50,000.00 
GU + 505.554 nmmecceeisesaidenesncusdesciaee 13,862.00 
PEED. SOGIIIIINS six 5 66 bas. 94 640d0esanseaees 184,838.00 
ee er ee bergen ee 26,254.00 
Notes receivable discounted ...............++0.: 18,415.00 
Interest accrued on notes receivable ............ 116.00 
EE FEO TT ore 151,000.00 
Manufacturing (goods in process) ............. 77,627.00 
SE Is 5.0 so 6Cnkards ceuakedeesaneaneaedl 236,000.00 
MD. Utes 4s oc ddee dinaed diidieieinans dba 426.00 
I MON Es os gin bine a ethaees 386.00 
Factory supplies and repair parts ......... eh aenists 3,762.00 
Interest prepaid on notes discounted ............ 967.00 
Insurance premiums prepaid ................+.. 357.00 
Ce MINN og stg iday adeccnscawee eau 589.00 
Mortgages payable (534%) .........-2eceeeeees 50,000.00 
Pe eee guess seems 42,000.00 
Notes payable (discounted at bank) ............ 7 
Interest accrued on mortgages payable ......... 58.33 
p  ” BARRA ety SS ee eee os 
SEE th bibins os 0054 59 40ke lk oh eeiabemnaiin ten 38,000.00 
erie AEE renee ee 48.00 
Superintendent’s and foremen’s salaries ........ 88.00 
I ie oe walt Sa eee 32.00 
Shipping department wages ..............02000- 27.50 
Wages of cost accounting staff ................. 116.00 
oo SR rere ae 72.00 
re ir I 65k. 65 na s-c5h<c cuiecbaueeus 
Receiving and warehousing wages .............. 40.00 
Wages of storekeeper and assistants ...... a dotgieat 12.50 
RS GE HU nay sc cckcakscaccinetaseds ss 82.40 
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Reserve for upkeep of grounds ................ 26.80 
a “ repairs to office building ........... 15.00 
4 ” “ warehouse building ..... 9.00 
4 = * power plant building .... 27.00 
” _ ™ “ factory building ........ 15.00 
“ ” e “ production centers ...... 816.00 
‘ 3 “ power plant equipment... 98.00 
. ‘ << i. ore eres 31.00 
“ machine shop equipment. 2.14 
5 “6 . “ workmen’s cottages ..... 73.00 
re ae er rr rerre) AR 500,000.00 
DE -t6cpbdaertevstssted sdeborwsnegn cine seis 178,033.52 
ET ORT TET ET 32.00 
Oil, waste and grease used ..........ccccccsecee 28.60 
I ecxvecapncdscodeeunna ss 26.24 
i ie eee cde ined dwn ehedeenadiwadde 2.907 
ET ND cena cc chskeceseectedccgensaee 62.25 
PS ns dcr hE keto ncdne ented weiadretnenewe 43.00 
Miscellaneous expenses of superintendence...... 14.22 
i re “ pay roll department. 11.44 
“shipping department. 19.50 
4 organization ....... 25.00 
. re “machine shop ....... 17.00 
i Dis cana mennxneeeans eee aad 276,487.00 
ke i i a ed bmi ae 401,416.00 
NE Sr, os. caneadeoneneyeendaneanae 15,827.50 
General administration expenses ............... 16,437.00 
SEE TONER POPEOED ok dices cnc ccccccvseces 985.00 
" lt” 687.50 
. OY EE cb Geo deiees candace 153.60 
Emcome from Gale OF WASle .......-cccecccscsess 76.40 
Maintenance of workmen’s cottages ............ 1,107.00 
Income from workmen’s cottages............... 960.00 
ES chica Seen densddcssdeddbeseeue 2,847.00 





$1,364,603.76 $1,364,603.76 


Sales for April, $80,000. 
Gross income from workmen’s Cottages for April, $250. 


REQUIREMENTS AND QUESTIONS * 


Requirements 

(a) Set up a skeleton ledger account for each item included 
in the foregoing trial balance and enter its balance on the proper 
side. Post all monthly journal entries to the proper skeleton 
accounts, inserting brief particulars. 

(b) Compile a trial balance. 

(c) Compile a balance sheet (two-side form—fixed items 
first). 

(d) Compile a profit and loss statement covering the month 
of April, 1913. 


* Forms under requirements and answers to questions will appear in the next 
number of the JOURNAL. 
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(e) Compile a summarized statement of production costs 
covering the month of April, 1913. 


Questions 

(f) Describe two methods which could be employed in 
handling the differences between the actual and the estimated 
variable expenses as disclosed by such accounts as fuel consump- 
tion, oil, waste and grease used, lighting, wages, reserve for 
repairs, etc. 

(g) Would the difference between the debits and credits 
to estimated manufacturing expenses account show a debit or a 
credit balance in case the normal number of working hours dur- 
ing that month was considerably exceeded? How may that 
balance be disposed of? 

(h) Should the aggregate number of hours worked by pro- 
duction centers during a month agree with the aggregate num- 
ber of hours worked by operatives on production orders? Sup- 
pose the total time of operatives chargeable to production orders 
during a month was twice the aggregate hours worked by 
production centers during that month, what possible cause might 
produce this result ? 

(i) If during April the following production centers worked 
the number of hours given on production order No. 429 what 
would be the aggregate amount of charges on the cost sheet kept 
with that production order to cover expense burden exclusive 
of idle time? 


Production Center No. A-3 —worked 3 hours at .062 
Production Center No. A-4 —worked 7 hours at .1141 
Production Center No. A-7 —worked 4 hours at .0244 
Production Center No. B-12—worked 2 hours at .2611 
Production Center No. B-14—worked 14 hours at .0055 
Production Center No. C-10—worked 22 hours at .o82 
Production Center No. C-11—worked 25 hours at .oo12 


(j) How does the aggregate of the above charges get into 
the general ledger? 

(k) If, as a result of idle time in April, it became necessary 
to distribute by means of the “supplementary rate” $835.47 to 
cover undistributed expense burden and $1,719.54 to cover lost 
time of operatives—a total of $2,555.01—what part of this total 
is chargeable to production order No. 429, assuming that the 
total hours worked by production centers is 96,420? 
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(1) If the aggregate time of operatives charged to production 
orders during April amounts to 151,116 hours, how much should 
be charged to production order No. 429 to cover its proportion 
of the debits to estimated manufacturing expenses account if 
they are distributed on the man-hour basis, assuming the opera- 
tives worked the same number of hours as the centers? 

(m) If the amount of direct labor charged to production or- 
der No. 429 amounts to $20.00, how much should be charged 
to cover its share of manufacturing expenses if they are dis- 
tributed on the man-rate basis ? 

(w) If the cost of materials charged to production order 
No. 429 amounts to $12.00, how much should be charged to 
cover its share of manufacturing expenses if they are distributed 
on the basis of material and direct labor cost? 


(0) What should the balance of manufacturing account 
represent after all monthly entries are posted? 


Is it a controlling account? If so what is its underlying 
record and how is that underlying record reconciled with its 
controlling account? 


(p) State briefly how the following costing data may be 
determined. 


Hours worked by each production center. 

Hours worked by each operative. 

Cost of additions to power plant building. 

Cost of repairs to production centers. 

Lost time. 

Cost of direct labor chargeable to the different production or- 
ders and standing shop orders. 

Cost of raw materials used. 

Fuel consumption. 

Cost of goods finished. 

Cost of goods sold. 


(q) Prepare a diagram showing each operating account, for 
what it is debited, and into what account or accounts the aggre- 
gate of such debits is distributed. 


SCHEDULES OF FIXED AND ESTIMATED MANUFACTURING 
EXPENSES 


SCHEDULE I 
Annual Monthly 
Lanp (Torat Area 7854 sq. yds.) : 
i Fogle fie ba bkidedenekandaneee $ 75.00 $ 6.25 
Upkeep of grounds (estimated) .................. 125.00 10.42 
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| Interest on cost—$4,200 at 5% .......ccecesseccees 210.00 17.50 
Total ($0.0522 per sq. yd. per year, or .00435 

, OOP CHOMTD 86 ccsnscciscicrcccenebanstast 410.00 $ 34.17 

DIsTRIBUTION OF ABOVE EXPENSES: 
Office building—2,182 sq. yds. ............0.000- $ 113.90 $ 9.49 
Warehouse building—376% sq. yds. .......... 19.65 1.64 
Power plant building—so05%4 sq. yds. ......... 26.40 2.20 
Factory building—4,790 sq. yds. .............- 250.05 20.84 
TE BO GE avn oe Sh icac es tekenee $ 41000 $ 34.17 

SCHEDULE 2 
Annual Monthly 
OFFICE BUILDING: 

eee YS SS, ee 2 | re eres $ 113.90 $ 9.49 
TE: CREED in cucdapcccccssccedccbisiaasate 240.00 20.00 
RPS re ree eT ee eee ee ee 30.00 2.50 
DID pic scccavnartecdnrvacacnncene 60.00 5.00 
Depreciation (2% on cost—$15,000) .............. 300.00 25.00 
Interest on cost—$15,000 at 5% .......ccccccceces 750.00 62.50 
| RRR mE Emr. Kh Se ieee $ 1,493.00 $ 124.40 

DistRIBUTION OF ABOVE EXPENSES : 
BE SOs OO Wicks kode; cvnaseniees bad eacee $ 14041 $ 12.45 
Cee Gee COPNED 2. ccc vcccckccancetecs 448.20 37.35 
ME oi. cn tkeninasbanbs bueeeenhine 208.68 24.80 
General administrative (4/10) .............-. 507.61 49.80 
TOR OB GOO ok okcainkdcceentbdidgecoaso $ 1,493.00 $ 124.49 








SCHEDULE 3 
Annual Monthly 














WAREHOUSE: 
See Tae Me. EE OE OEY o  vao5ccdukeesacase $ 1965 $ 1.64 
Ee SED on kn 565 absense ns aceon coun 97.00 8.09 
EE EE ee Hie ae re 12.00 1.00 
Repairs and upkeep (estimated) ...............4.. 36.00 3.00 
Depreciation (2% on cost—$6,000) ............... 120.00 10.00 
Interest on cost—$6,000 at 5% .........ccceeeeees 300.00 25.00 
Total (chargeable to buying, receiving, 
WOPUNOUIEER, GIE.F 65. sss cdscestascnsesne $ 584.65 $ 48.73 
SCHEDULE 4 
Annual Monthly 
Power PLANT: 
Bee COG oe. wis. Ot C688) 0oosssceccicscccanee $ 2640 $ 2.20 
ry Serre errr re 114.00 9.50 
ee Eis cnn ede it hacdndhdcneemensiae 14.50 1.21 
Repairs and upkeep (estimated) .................. 72.00 6.00 
Depreciation (3% on cost—$8,000) ............... 240.00 20.00 
Interest on cost—$8,000 at 5% ..........cececeeeee 400.00 33.33 
Total (chargeable to power cost) ........... $ 866.900 $ 72.24 
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SCHEDULE 5 
Annual Monthly 
Factory (2,210 sq. yds.) : 
































Land (4.760 06. yOS. At 0522) ....cccccccccccscecs $ 25005 $ 20.84 ; 
i a ee ec ahiget rena aemKateaae 816.00 68.00 
a NER Ele ae a EE 80.00 6.67 
Repairs and upkeep (estimated) ...............-.. 100.00 8.33 
Depreciation (2\%4% on cost—$40,000) ............ 1,000.00 83.33 | 
Interest on cost—$40,000 at 5% ..........-ece0ees 2,000.00 166.67 
Total ($1.92 per sq. yd. per year, or 16c per 
EE Bs poe aleg Riadudae st Ca seus rete $ 4,246.05 $ 353.84 
DistripuTION oF ABovE EXPENSES: 
Superintendence ............... 48 sq.yds. $ 9216 $ 7.68 
Pay roll department ........... 64 sq. yds. 122.88 10.24 
Shipping department .......... 416 sq. yds. 798.72 66.56 
Buying, receiving and storing.. 160 sq. yds. 307.20 25.60 
ED cc ciccnenesereaae 256 sq. yds. 491.52 40.96 ; 
Maintenance of centers ........ 1,266 sq. yds. 2,433-57 202.80 
IN. 16. « ct cocoeeiaeaededall $ 4,246.05 $ 353.84 
; 
SCHEDULE 6 
Annual Monthly 
Power Cost Inctupinc Heat: 
Enc cceckanseeecsencanenscbe $ 866900 $ 72.24 
do go of engineer, firemen and helpers........... 4,800.00 400.00 
ks es on dk Aeneas «inane kee 1,440.00 120.00 
ae in nc ins nchedesenabneceianetns 60.00 5.00 
Ol, waste, mrense, etc., used .........cccccccceses 778.00 64.83 : 
ee ha ook i Ketensn eine enesdemeey 30.00 2.50 ' 
Repairs and upkeep on equipment ................ 600.00 50.00 
Insurance on equipment, boiler inspection, and acci- ; 
ee gn cn ow ddan wen aanKe 26.00 2.17 
a ak acd oceans ec ecin pases bee 167.00 13.92 
Depreciation of equipment ...............ceeseee: 1,000.00 83.33 
Repairs to main line shafting, hangers and belting. . 200.00 16.67 4 
OE 600.00 0.00 
Interest on power plant equipment ............... 1,000.00 3.33 
ag 5 ice ek oc ccna epee eds 1,000.00 83.33 
Total (to be allocated as shown hereunder) .$12,567.90 $ 1,047.32 
DistriBuTION OF ABOvE EXPENSES: 
Estimated cost of heating .................... $ 1,200.00 $ 100.00 
POWET—GRGTEMO BOD oo onn ccc cn ccccccccccccse 480.00 40.00 
Balance, being cost of productive power to be 
divided by aggregate H. P. consumption of 
production centers, expressed in hours in ‘ 
order to determine power cost per hour.... 10,887.90 907.32 
I ole dn 6 acute ae ta oe haere $12,567.00 $ 1,047.32 
’ 
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SCHEDULE 7 
Annual Monthly 





























SUPERINTENDENCE : 
} Space (factory—48 sq. yds. at $1.92) ..........4.. $ 9216 $ 7.68 
Heat (superintendent’s office) ...........-....00. 36.00 3.00 
Salary of ne POE OP Oe 6,000.00 500.00 
Foremen’s salaries (exclusive of machine shop 
: ES 6. :0.00003.040 panekh Meee 404s oes bet 15,000.00 1,250.00 
Clerical help (superintendent’s office) ............ 2,200.00 183.33 
Light (superintendent’s office) .............-0.+-- 14.00 1.17 
Office supplies (superintendent’s office) ........... 100.00 8.33 
Depreciation of office equipment (sup’t’s office) .. 72.00 6.00 
Interest on office equipment ...............-+-0-- 110.00 9.17 
PIED b.vtccrdconscrsecicsvesdscaeed 100.00 8.33 
Total (chargeable to mfg. expenses) ....... $23,724.16 $ 1,977.0r 
ScHEDULE 8 
’ Annual Monthly 
- Rott DEPARTMENT : 
space ( factory—64 sq. yds. at $1.92) ............. $ 12288 $ 10.24 
niiediitenetdaiainereasndmebinecatmeina 00 4.00 
, PE ND. dk ssp come elgus aa nereaten a sae aNe 2,300.00 191.67 
SMS ccunsescncdennanede Dikerséhonreanet 250.00 20.83 
DEE { vtulsdecebeiabtesossbendeortseshind sbbaliedn 1200 1.00 
Depreciation of office equipment .................. 48.00 4.00 
Interest on office equipment .................+..-. 110.00 9.17 
PR rte ee ep lr ee 100.00 8.33 
Total (chargeable to organization) ......... $ 2,900.88 $ 249.24 
' 
SCHEDULE 9 
\ Annual Monthly 
SHIPPING DEPARTMENT: 
Space (factory—416 sq. yds. at $1.92) ........... $ 7098.72 $ 66.56 
SD st.chanhsnkesanbabsddedbadiaaiieabansei eel 120.00 10.00 
Wages of shipping clerk and assistants ........... 3,400.00 283.33 
, Supplies other than packing supplies .............. 200.00 16.67 
ST +4 bia Ate ds dad tab adhsbaosonadihedacake deli 36.00 3.00 
Insurance on finished stock ............0.see0eee00- 12.00 1.00 
ON OR 48.00 4.00 
PING, Skids 4. '6 5 50-egclokcdbanabwncedneenee 100.00 8.33 
Total (chargeable to selling expenses) ..... $ 4,714.72 $ 302.80 
SCHEDULE IO 
Annual Monthly 
i OrGANIZATION (clerical and administrative expenses 
applicable to factory) : 
RT $ 448.20 $ 37.35 
Pay roll department expenses ..............+.++: 2,990.85 249.24 
WERCMMRONS WEGED 20. cccccccscccccccccsecceccces 720.00 60.00 
t Cost accounting staff salaries ..:................. 8,300.00 691.67 
Office supplies (general office) ...............445- 350.00 20.17 
a FS ee 120.00 10.00 
Se SE eco ccncssocconnnicsedeaeann 72.00 6.00 
Depreciation of office equipment ................. 110.00 9.17 
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Interest on office equipment ...............eeeeee: 108.00 9.00 

Proportion of officers’ salaries ...........seeceee 5,400.00 450.00 

EE POE OO CET P ETE 100.00 8.33 | 
Total (chargeable to mfg. expenses)....... $18,719.05 $ 1,550.93 | 








SCHEDULE II 
Annual Monthly 
BuyInc, RECEIVING, WAREHOUSING AND STORING: 





GE RE ED cn ccsscdecucesseviccecoes $ 149.40 $ 12.45 
Space (storeroom in factory—160 sq. yds.) ....... 307.20 25.60 
Space (warehouse building) .................0..- 584.65 48.73 
ee Pree eee 6,000.00 500.00 
Light (general office, warehouse and storeroom).. 60.00 5.00 
Taxes on raw materials and goods in process...... 86.00 7.17 
Heating (general office and storeroom) .......... 120.00 10.00 
Insurance on raw materials and goods in process.. 16.00 1.33 
Wages—receiving and warehousing department.... 1,400.00 116.67 
Wages of storekeeper and assistant .............. 1,500.00 125.00 
Office supplies (general office and storeroom) ..... 200.00 16.67 
Depreciation of office equipment ................. 110.00 9.17 
Interest on office equipment .................ee00- 110.00 9.17 
i E . Cue Cn can ck ae eae we enone euinen 1,200.00 100.00 

Total (chargeable to mfg. expenses)........ $11,843.25 $ 986.96 








SCHEDULE 12 
Annual Monthly 
MacHINE SHop: 




















Space (factory—256 sq. yds. at $1.92) ............ $ 401.52 $ 40.06 
errr rer 9,500.00 791.67 
Ye a ant dare ctaeeae et diwidcebacuet 480.00 40.00 
ere ec th wkd Reo enienereescewlekenee 96.00 8.00 
Nn ae cake este mawaielets 78.00 6.50 
Co, WORE, MPENEE, CIC, WHEE oc viceisinccccccicccsece 360.00 30.00 
IS CN IID og sic conc csc csvceeevees 8.00 67 
I I ccs cabelasteccdesesens 166.00 13.83 
ee cescteswsdesisedevaceses 600.00 50.00 
i os wink o bd avatar nace Oe ees wau 200.04 16.67 
Depreciation of equipment .................-..0:- 600.00 50.00 
I 5 Ne da alee vin ln aokian og oud lice pa al 100.00 8.33 
| ERC SEA ea Le: ee ae eae Se > $12,679.56 $ 1,056.63 
DisTRIBUTION OF ABOVE EXPENSES: 
Estimated proportion of above expenses ap- 
Ey Or COORD oc da ticacadaccdasenset $ 6,000.00 $ 500.00 
Balance chargeable against reserve for repairs 
OD BUCCI TNO 56a 6 65 ck cc cdeneeeese 6,679.56 550.63 
TD on haa 0.cideSeSeeuessasece een $12,679.56 $ 1,056.63 
SCHEDULE 13 
Annual Monthly 
MAINTENANCE OF PropucTION CENTERS: 

Seace (factory building) .......cccccccsccccccces $ 2,433.57 $ 202.80 
EN: (acbabhevn kate tsa deukeneisns eevee tiedeenees 552.00 46.00 
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eR ee orion iieneccceedcandnkes tee 180.00 15.00 

PEED cc ccccccccccccccsccccesonccosesnsesesoats 9,000.00 750.00 

ea PPPPTTePTTeerTereerrrrertrr rs cr 3,000.00 250.00 

Interest on cost—$48,000 at 5% ......---eeeeseeees 2,400.00 200.00 

Total (chargeable to mfg. expenses) ....... $17,565.57 $ 1,463.80 
SCHEDULE 14 


Annual Monthly 
MANUFACTURING EXPENSES: 





Maintenance of production centers ...........+..- $17,565.57 $ 1,463.80 
DE cick tcssncedsdeaebobusepnneaes pabeuneueal 10,887.90 907.32 
Ce, ONE, OOO, GUE. ovens tcntenenesd tocmesnaeie 1,200.00 100.00 
BEE. hicuade.viss.+sancesseesasbs4ab san cena ees 408.00 34.00 
BEY ‘nd cbgdsveecscesebesensecenceeuphnenealeeall 240.00 20.00 
BepatintemGencs  .... oc ccscesessccsdecesesekeabeaes 23,724.16 1,977.01 
Buying, receiving, warehousing and storing ...... 11,843.25 986.96 
OP rrr 18,719.05 1,559.93 

Torel (amb mabe: BU) css ssc csa sr ecacnens $84,587.03 $ 7,049.02 


PREPARATION OF SCHEDULES 


A separate schedule of expenses must be compiled for eacfr 
production center (including all machines, benches, vats, mixing 
space, assembling space, etc., used directly in producing, as- 
sembling, and packing finished parts and finished products). If 
there are several machines of the same type a schedule of one 
of these machines serves for all of them since the rate per hour 
would be identical. Hence, if there are one hundred different 
production centers it might not be necessary to compile more: 
than thirty schedules, assuming that there are several machines 
each of several types, or several benches of the same size, in a 
given department. Each department should be designated by a 
letter or number. Each machine, bench, etc., should be num- 
bered, each number being preceded by the department letter 
or number. After all schedules of expenses of production cen- 
ters are compiled, the aggregate total should agree exactly with 
the above total ($84,587.93). If each annual total be divided 
by the normal number or working hours per annum, the quotient 
will represent the manufacturing expenses per hour of each pro- 
duction center. 

The following schedule illustrates the method to be employed 
in compiling schedules for all the production centers. In this 
specimen schedule it is assumed that the normal number of 
working hours per annum is 2,700. If it is known that a given 
production center is worked only part of the regular time, then 
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it is Obvious that the estimated number of normal working hours 
per annum of that production center must be used as a divisor 
in determining the operating cost per hour. A production center 
might be operated quite infrequently, so that its normal running 
time would not exceed, say, 300 hours per annum. Obviously 
its hourly rate would be extremely high as compared with another 
machine whose normal running time was estimated at 2,700 
hours. It is important to bear in mind that the hourly rate of 
each center must be computed on the estimated running time of 
that center, regardless of whether it is estimated at 300 or 3,000 
hours per annum. 


SCHEDULE I5 


Annual 
Propuction CENTER B-12: 

ees ce enweankensehnsasieedss svedsase cae edadedeoen $ 23.04 
sa ie ec ne dam kathaann hee e 6 iW ESM De cirtiae 4dee el 4.80 
EE. ie cedCe RACs KC RACHA KORE METERS EEShEEeS 1.50 
ie tkko baa a WAORgEEEDTNEA RAC OWERR ODED TENETATA CEES 68.00 
I ei vica dns s Kove eS eeeGaiddscdiyeneerhes eee trenseed 30.00 
Tn Aw cn w evi Garis peketeaD ee emu tease whan 30.00 
Sek Aik MRAP ERE RE RRA ET ee DOT CESERERRE WES ORAS 60.00 
I ee EEE TT OORT ee re ee 12.00 
a aa dd ie te ieseb nb Gs PANS Maal ee ee ln 6 tpl 4.00 
Se ie i pie ni nea hash edie ned eee Reba beRihennha eid 3.60 
itt Le tds « hedvbeiieeses beech ieainamnee> 216.00 
BVH, FOCETVINE, WATCROUSING, CLC. ... 2.20. ccccccccccsccsccess 72.00 
soe ac eciv ce Ga hedcesrddantscss KontcergkRedewiweeen 180.00 
Se Se OE TUES. iShin dict cs cicccespcdedeccccasesconvan $704.04 
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EDITORIAL 


Co-operation Between Bankers and Accountants 


Under the title The Effect of Accountants’ Certificates on 
Commercial Credit the American Association of Public Account- 
ants is about to publish a booklet based upon the expression of 
opinion of eight hundred and fifty bankers in various parts of 
the country given in reply to a request for information relative 
to the attitude of the banks in the matter of the certification of 
borrowers’ statements by public accountants. 

In many ways this book, which is now on the press, is unique 
and it is not to be doubted that its influence will be considerable 
inasmuch as it illustrates most vividly the increasing importance 
which is attached to the work of the public accountant in one 
direction and by inference shows the increasing influence of 
accountancy in all commercial and financial affairs. 

It has become almost a platitude to say that the profession of 
accountancy is young and that its spread has been phenomenally 
rapid, but when we find the representative bankers of the country 
so heartily endorsing, as they have done in this case, the work 
of the accountant, it surely may be pardonable to draw attention 
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once more to the great change which has taken place within a 
very few years in the commercial importance of accountancy. 

One of the foremost bankers in the United States, a man 
whose name is known far and wide as an advocate of progressive 
legislation and business practice, has written in reply to a request 
for his opinion a letter which is an epitome of the replies re- 
ceived from more than eight hundred other bankers. 

The following paragraphs are taken from the letter: 


When we consider that more than half of the loans made by com- 
mercial banks are based on the statements of the borrowers, and that 
the competition between banks themselves, and between banks and com- 
mercial paper brokers is, in ordinary times, very keen, I should think 
it would be difficult to find a banker who does not approve of the efforts 
your association is making to have all borrowers’ statements certified 
by public accountants. This is one of those happy cases which com- 
bines with the furtherance of your own interests as accountants the 
purifying and strengthening of the entire system of credits through 
which nearly all modern business is transacted. 

I hope, therefore, you will continue your good work until it is as 
common to have borrowers’ statements properly certified as it is now 
to have a title examined before purchasing property. 


Particular attention is drawn to the second sentence of the 
first paragraph of the foregoing letter. It is gratifying—and 
more gratifying because so absolutely true—to find that there 
is public appreciation of the value of accountancy as a factor 
in bettering business conditions. There will always be a certain 
amount of skepticism as to the distinterestedness of the man 
who claims that his work is for the public good—and it is only 
human that this claim should be discounted and discountable— 
but here we find a man not an accountant recognizing that while 
the object of this wide spread inquiry has not been altruistic 
solely, there is a public benefit to be derived by the use of those 
services which the accountants have to offer. 

The idea of publishing a symposium of opinions such as 
that which is embodied in the book in question is unique in the 
history of accountancy in this country. It sets a useful precedent 
which no doubt from time to time will be followed as opportunity 
for the education of the public occurs; and the hearty reception 
which has been accorded to the proposal for the publication of 
this book is an earnest of what may be expected when similar 
publications are judiciously put forward in the future. 
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Editorial 


Without in any way anticipating the force which this book 
contains it may be said that its contents are an altogether satis- 
factory evidence of the high esteem in which the profession is 
held by bankers and of the dependence which bankers place 
upon the assistance provided by accountants. It is found 
that in nearly all replies received from the larger cities there 
is a universal preference for certified statements whether sub- 
mitted by the borrower personally or by note broker. In other 
parts of the country where the influence of the accountant has 
not been widely felt there is, in a few cases, an unwillingness 
to express an opinion but it is wholly remarkable that out of 
the eight hundred and fifty replies received only twenty-one can 
be considered as in any sense opposed to the proposition to re- 
quire certification and of these twenty-one the majority seemed 
to have some purely personal reason for making such opposition 
as was made. 


Not long ago a prominent officer of an important association 
of credit men stated that he wished the American Association 
of Public Accountants would undertake to obtain the opinion of 
credit men on this question of the certification of financial state- 
ments, and he drew attention to the fact that while bankers 
are often in a position to require that financial statements shall 
bear the certification of independent accountants the average 
commercial credit man is obliged to take the unsupported state- 
ment of the man or firm seeking credit facilities. He said that 
if it were possible to compel applicants for credit to present 
certified statements of their financial condition the labor of the 
credit man would be simplified and the risk of commercial loss 
reduced to the probable minimum. 

The time will come when such a suggestion as that above men- 
tioned will receive the careful consideration of the national 
organization of accountants and no doubt a great deal of good 
will be accomplished thereby, but in the meantime a most im- 
portant step forward has been taken and if as seems likely, 
the bankers show an increasing readiness to codperate with 
accountants in the requirement for certified statements, a benefit 
of untold value will accrue, not only to the accountants, but in 
equal measure to the banker and his stockholders and depositors 
and to the applicant for credit whether he be the actual borrower 
or merely the agent. 
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ConpucTEeD BY JOHN R. WitpMAN, M.C.S., C.P.A. 
ProsL—eEM No. 19 (DEMONSTRATION) 


The Ironton Manufacturing Company was incorporated July 
I, 1910, under the laws of the state of New York, with an author- 
ized capital stock of $1,000,000, divided into 7,000 shares of 
preferred, par value $100 each, and 6,000 shares of common stock. 
par value $50 each. 

The incorporators subscribed collectively to 10 shares of the 
preferred stock and paid on account thereof 50 per cent of the 
par value. 

Subsequent to incorporation, a proposal was received by the 
company from Arthur Drummond, on behalf of Franklin Mans- 
field and Curtis Blackwell, two of the incorporators, wherein it 
was proposed to sell to the company for the sum of $500,000, 
payable $400,000 in preferred stock and $100,000 in common 
stock, all right and title in the net assets, exclusive of cash, of 
Mansfield and Blackwell, a copartnership engaged in manufac- 
turing, along lines similar to those proposed by the new company. 
These assets, exclusive of cash ($20,000), were carried on the 
books of the copartnership at $400,000; Mansfield and Blackwell 
being equally interested in the assets, but dividing profits in the 
proportion of three-fifths and two-fifths, respectively. 

For the purpose of providing working capital, the proposal 
of Drummond having been accepted and the stock issued by the 
company, Mansfield and Blackweli donate to the company 500 
shares of the preferred stock. 

The assets and liabilities acquired are booked by the com- 
pany as follows: land and buildings, $225,000; machinery and 
tools, $150,000; furniture and fixtures, $15,000; accounts re- 
ceivable, $125,000; notes receivable, $40,000; patents, $25,000; 
mortgage payable, $100,000; accounts payable, $20,000; notes 
payable, $10,000. 

For the purpose of refunding the mortgage, the company 
authorized an issue of bonds to the extent of $125,000 of which 
a par of $50,000 was sold at 95 and a further par of $50,000 at 
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110. The life of the bonds was 10 years, and with the proceeds 
of sale the mortgage was retired. 

A firm of bankers, Simpson and Guthrie, agreed to under- 
write 1,000 shares of the preferred stock at go, provided a bonus 
of 10 per cent in preferred stock was allotted to them, and ad- 
vanced on account of the contract $50,000 in cash. The bankers 
subsequently accounted for the sale of the stock, but did not pay 
over the balance due. The preferred stock used for bonus pur- 
poses was taken from that donated. The balance of the donated 
stock was sold at 8o. 

The operating transactions for the six months ended De- 
cember 31, 1910, were as follows: income from sales, $100,000 ; 
cost of sales, $60,000 (composed as follows: purchases, $55,000, 
less inventory, December 31, 1910, $15,000; wages paid, $14,000; 
manufacturing overhead, $5,000 paid, $1,000 accrued); selling 
expense, $6,000 paid, $2,000 accrued; administrative expense, 
$11,000 paid, $1,000 accrued; other income, $2,000; deductions 
from income, $7,000. 

On December 31, 1910, the balance of the accounts receivable 
was $138,000, and the balance of the accounts payable, $10,000. 
Spread the organization expense over a period of two years. 
Provide for the premium on bonds sold. 

Prepare: 

The Ironton Manufacturing Company. 

(a) General balance sheet, December 31, 1910. 

(b) Statement of income and profit and loss, six months 

ended December 31, 1910. 
Mansfield and Blackwell. 
Skeleton ledger accounts showing copartnership dissolution. 





SoLuTION TO ProsLEM No. 19 


Scrutiny of the text of this problem will reveal the fact that 
it covers a number of different phases. It might almost be con- 
sidered a review of the preceding problems on corporations with 
the added feature of building up the cash and other real accounts 
from the complementary nominal accounts. 

The opening entries will not differ from preceding problems, 
but attention should be given to the fact that the common stock 
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differs with regard to par value from the preferred, and this fact 
should be borne in mind on account of its bearing on subsequent 
transactions. 


Preferred capital stock unissued ...............cceeeees $700,000 

Common capital stock unissued .................20005: 300,000 
To preferred capital stock authorized ......... $700,000 
Common capital stock authorized .......... 300,000 


To record the organization of The Ironton 
Manufacturing Company, incorporated on July 
I, 1910, under the laws of the state of New 
York, with an authorized capital stock of 
$1,000,000, divided into 7,000 shares of the par 
value of $100 each and 6,000 shares of the par 
value of $50 each. 

The subscription to ten shares of the preferred stock and the 
payment of cash on account was presumably made by the in- 
corporators in order to comply with the letter of the law and 
avoid any appearance of not being legally capable of carrying on 
negotiations looking to the acquisition of the property of Mans- 
field & Blackwell. The law in New York requires that the 
amount of capital with which a corporation may begin business 
shall not be less than five hundred dollars. It is questionable, 
therefore, if cash had not been paid in on account of subscribed 
stock, if the corporation could legally have proceeded to acquire 
the property in question. 

Much discussion is had in books, classrooms and elsewhere 
as to the terminology to be employed in stating the entry covering 
subscriptions of this kind, but the following seems to be true 
and accurate and as desirable as any: 


Subscribers to preferred capital stock ................. $ 1,000 
To subscriptions to preferred capital stock...... $ 1,000 


For ten (10) shares of preferred capital stock 
at $100 each subscribed by the incorporators. 


To subscribers to preferred capital stock ...... 500 


For 50 per cent of $1,000 paid by incorporators 
on account of their subscriptions to 10 shares 
of the preferred capital stock. 

The entries below which follow closely the text of the problem 
call for little comment since they are either self-explanatory or 
are followed by explanations. Where such explanations are not 
deemed sufficient comments will be inserted. 
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Pe ee $500,000 
To Arthur Drummond, vendor ............... $500,000 


To credit Arthur Drummond, vendor, with the 
purchase price of the net assets (exclusive of 
cash) of Mansfield & Blackwell in accordance 
with proposal and acceptance of July 1, 1910, 
whereby in consideration of $400,000 in pre- 
ferred stock and $100,000 in common stock said 
Arthur Drummond is to convey to The Ironton 
Manufacturing Company all right, title and in- 
terest in said net assets, exclusive of cash. 


Arthur Drummond, vendor ..........+.sseeeeeeeeeees 500,000 
To preferred capital stock unissued ........... 400,000 
Common capital stock unissued ........... 100,000 


For payment under terms of contract as above 
set forth. 


Treasury stock, preferred ............eeeseeeeeeeeeeee 50,000 
To stock donation account .............eeeees 50,000 


For 500 shares of preferred stock of The Iron- 
ton Manufacturing Company, donated by Mans- 
field & Blackwell for the purpose of providing 
working capital. 

With regard to the next entry the question may be asked as 
to how the corporation arrived at the figures which are given 
for the assets and liabilities. In reply to this it may be pointed 
out that this was a case of “friendly proceedings.” The same 
men who carried on the business of Mansfield & Blackwell 
continued with the business merely under a different legal 
type of organization as The Ironton Manufacturing Company. 
There is no reason to suppose that these men would have any 
hesitancy about supplying any information for the books of 
the corporation or concealing the value at which they placed 
their goodwill as partners. If the reverse had been true it is to 
be presumed that the details of notes and accounts would have 
been obtained from schedules furnished by Mansfield & Black- 
well, the mortgage from the instrument itself, while the other 
assets would have been inventories and either appraised or 
valued by the purchasing corporation or its representatives. While 
the goodwill has been treated as the difference between the net 
assets ($450,000) and the par value of the capital stock issued 
($500,000) there is no reason why the goodwill might not have 
been absorbed in the valuation of the assets. 


Lott WOR RIE 0 os'vc vce cvccececesussesboanbanceeed $225,000 
DERCERRES GE CUED ios vice odds vsandvesnseedeweeanses 150,000 
PUP CN DIE ikis cdi 6 ce iin tlknesdvaeesoanns 15,000 
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ER oo pai eeh cb eae been ceases weeees 125,000 
I ee ee baa aledud 40,000 
ee ee a ee tag mame O50 Ae Ey ee ee occ. S000 
NS ii an is cen cchwe sen snenenebeaesenesena es 50,000 
Be ns... niagaw eae caeeeen 
EE re 
EE << bi eeeigna 64 ancesabeacie0 se 
Se, I BONG occ cee ccnccece sees 
First mortgage bonds unissued ..............+..0..0- 125,000 
To first mortgage bonds authorized ........... 


To provide for the issue of $125,000 first mort- 
gage bonds, the proceeds of which are to be 
devoted to the extent of $100,000 to refunding 
the present outstanding mortgage. 


i rr 1. 22s ae Sed eundetk wines veesedos<es's 2,500 
ee rn ee edn ena i a eaaee 6 been eee sre 102,500 
To first mortgage bonds unissued ............. 

ie a iway 0s Kaede hact 


For sale of $100,000 par of bonds; $50,000 at 
95 and $50,000 at I10 


I I 6 sc ase dn oss awe eben <tigewsenceeen 100,000 
MER, roa it tule ea koa ded Be Sek wa Weaeka dees 


For retirement of old mortgage out of proceeds 
of bond issue. 


POE I OORT EN EY WE ES 100,000 
To preferred capital stock unissued .......... 


For 1,000 shares of the preferred capital stock 
issued in blank to Simpson & Guthrie, bankers, 
under the terms of an underwriting agree- 
ment whereby said bankers are to account for 
said stock at 90 and receive a bonus of 10 per 
cent in preferred stock. 


eerie a i 2 Me it a c's Keaenh sneha 50,000 


For cash advanced by bankers on account of 
the above underwriting agreement. 


NE ROR FPR nas Perr or . 10,000 
ee OE on kis ckeadoccvscrdecseuds . 10,000 
ee I et I ov caedy > axe cdecesoneas 

Treasury stock, preferred ................ 


For adjustments relative to the underwriting 
contract with the bankers whereby they were 
to receive 10 per cent for their services and a 
bonus of 10 per cent in preferred stock. 
SEY net aed ah A aet a wine s Haine HE ies a ER eae wes 
I AER one, ca nin pee Se ROS Aas Kaba kaee 8,000 
To treasury stock, preferred .................. 


For balance of treasury stock sold at 80. 


$100,000 
20,000 
10,000 
500,000 


125,000 


100,000 
5,000 


100,000 


100,000 


10,000 
10,000 


40,008 


The following entries have to do with the operations of the 
six months ended December 31, 1910, from which, together with 
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the balances in accounts receivable and payable, the cash account 
for the six months is built up 


ee I RE err ee reins Fie 0: $100,000 
De moet Grom QWs on... ccc ciccwcecsveeveset $100,000 
PE Se Meee TTS SPOT ee 55,000 
pe rere 55,000 
ne, CN FS. cn acumen s dita w nen eabiemmeanae 15,000 
IN ikg cawns.esdniend secede aan ene 15,000 
WAGES ccc crccccncccccccccccccccccccesesvescecessenes 14,000 
Depmeemecturinm OVERMOOE 6... .o< occ cinedcesvce canst ness 6,000 
SE, CUOING io nnic ga vic cc ccnccccnccveeaneccsenascqens 8,000 
SS GOING i cinco ncscnsaeddtepacenncabaen 12,000 
ee rr ere Are 7,000 
GE. neki stncndatinntoniedi<neeeee 43,000 
PURPONEND QOCTUNE oovcccccaccncnveeasbaban 4,000 
Casha. ceec sc ccccccsccrcccccececctsersccccescccecess 2,000 
7O Cer DE 36.5 Ke eee 2,000 
Accounts voneivaile (0008) a. 6. oiiedkss Ketisks. eich 138,000 
To accounts receivable (old) ................- 138,000 
Amen meee TES. So 6 o:50:5:0848s:6ocrnccsodebe tenn 10,000 
To accounts payable (new) ..............0000 10,000 
COOM  xcoshcdansdiouelecas anes vceseesesobedessseseseen 87,000 
‘FO aocoumte edoetvelbe |<... iss ssc cdedeaccascees 87,000 
Pi: MEME oo 6 9.0 059: 06 02¢eavercneeeckeddeeae 65,000 
ce Oe ee re rT 65,000 


The last three entries are those which have to do with ad- 
justments incident to the closing of the books, namely, writing 
down the organization expense, spreading the net premium on 
bonds over the life of the bonds and closing out the stock dona- 
tion account to capital surplus. 


One-quarter of $10,000, corresponding to the 
period of six months on a basis of a two-year 
period over which the organization is to be 
written off. 


co. 8) | ee ee rer ih 125 


For one-twentieth of $5,000 the net premium on 
bonds sold showing the proportion applicable 
to the six months’ period on a basis of ten 
years. 


Se GG. SI igi thiindns cine svcdentcamenees 32,000 
ee EE OD. 4... a uw cdcda ep us uetekeen as 3,000 


To close out the stock donation account, the 
balance representing the amount realized on 
preferred capital stock donated. 
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In connection with the above entries it is possible that the 
amount of organization expense written off might be appro- 
priately charged against capital surplus instead of profit and 
loss. In fact objection could scarcely be found if the entire 
amount of the organization expense were to be charged imme- 
diately to the stock donation account. To follow either of the 
suggestions would certainly be conservative. There appears to 
be little choice between charging capital surplus and charging 
profit and loss. The latter method has perhaps a shade the bet- 
ter of the argument, since there is a well settled theory concerning 
organization expense which considers it a proper charge against 
operations extending over a period of time. 

If the journal entries above given are to be posted to skeleton 
ledger accounts or set up on a working sheet a trial balance will 
result. From such trial balance there may be prepared the state- 
ments relative to The Ironton Manufacturing Company required 
by the problem and which appear below: 


THE IRONTON MANUFACTURING COMPANY 
GENERAL BALANCE SHEET—DECEMBER 31, IQIO 























Assets Liabilities and Capital 
! 
Land and buildings ........ $225,000 | Pfd. C/S Auth... .$700,000 
—_—_—_—_ Less unissued ... 200,000 $500,000 
Machinery and tools ...... 150,000 
Com. C/S Un. ... 300,000 
Furniture and fixtures .... 15,000 Less unissued ... 200,000 100,000 
Patents and goodwill ...... 75,000 | 1st Mtge. Bd. Au.. 125,000 
———_- Less unissued ... 25,000 100,000 
Current assets: 
Materials and supplies, Subscription to pfd. capital 
I Sréwndnindaean 15,000 DE. cccann 4 oaciphalaeinas 1,000 
BE Me dnsned davawsneee 66,000 | Current liabilities: 
Accounts receivable . 178,500 Accounts payable ....... 10,000 
rs Notes payable ........... 10,000 
Total current assets.$259,500 Accrued expenses ....... 4,000 


Notes receivable .......... 40,000 
Organization expense ..... 7,500 


RO RON nas cwacan $772,000 





Total current liabilities.$ 24,000 


Premium on bonds ........ 2,375 
errr ee 32,000 
Profit and loss surplus .... 12,625 


Total liab. and capital .$772,000 
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THE IRONTON MANUFACTURING COMPANY 


STATEMENT OF INCOME AND Prorit ANp Loss For THE Six MontHs ENDED 
DECEMBER 31, I9IO 


Beceem Gomes GRID oo0cccccccencsicndecesdenanseeenaeneeaneaeel $100,000 
CNtk OE RD |. 5 ive én indoc00rssacsesbagans neonate 60,000 
Grads SUORs on anhes .2.ccrccccsscccctovcccceccuseesoobeseueesne $ 40,000 
rr ee ee 8,000 
Ge GOMES. 0 oc dicccesccccccccccséstdeenatetstecsebdemeunnneneen $ 32,000 
PEIIROO WED oo. 550.0. 0:0.:05 006000 544000000000er ede 12,000 
What: SOURS Gh CUBED oso in ceccccvcstinsacopepasecducesaenee $ 20,000 
CEE. PEE oie j.'s 00000 0000 cnwdnss cebaeees anes eee 2,000 
Total income ..........scecccccccccccccccccescccccscescsccoeces $ 22,000 
DeGeeians: 000s GNOME: ov cis cccccsncsvdansedupeecenaeneneuel 7,000 
ge 8 ee eer eee $ 15,000 
Profit and loss—credits : 

PE WE IG 5 a.s. c 6. 6.0.0:0:0-00.06002050%00s.n0bsee kee eee 125 
Profit and lose—qroes eurpies .......ccccceccceseccccescsccccesuuee 
Profit and loss—charge: 

Organization expense—written Off ...........ccceccccccccssecs 2,500 
Profit and loss—surplus—December 31, I910 ..........0...0005- $ 12,625 


The third requirement of the problem relative to the accounts 
of Mansfield & Blackwell is found in the following journal entries 
and skeleton ledger accounts : 


OO i:n.snicnch hve. snes ah Guiitonin plein 4 lensaaiecataa ibaa antennae $ 20,000 

SO, CE oo dinons05 40s Kakemaeneas ese ewenenee 400,000 
BO Teme oo vccvcccicvcccecdicusds $210,000 
ee Reet ene 210,000 

ironton Moanwiactetine Ges éécsaives ccsccncssciveindens 500,000 
TO We BUNS gn ook cdatdunndaeendaeres 400,000 
POE TN OD oc ckSccdestnvaccassstawaets 100,000 

Pee Ge bias sons oo ndere to con avaenacsaececoueee 400,000 

COMM SIE oiinctidcicysbnsbbdsedsi eds sis wepekossee 100,000 
To Ironton Manufacturing Co. ..............+.. 500,000 

eS ee ee 50,000 
To preferred stock (donated) ...............- 50,000 

BD Ee NN oo ig ooee ip iii niikshun ac tral h cet ghia ae 50,000 
To Mansfield & Blackwell ..............ee0ee: 50,000 

Bee MID so At sac nieve dp udeieadyaadekneceonane 240,000 

WU RIOD, 5. 5 «okies dete os cokacceawesdeeeesxuboeees 230,000 
To Mansfield & Blackwell—capital ............ 470,000 

ee ee RE ere er reat I) - 470,000 
BO WORT GE nino os isetincsacsaiene eaeee 350,000 
REE UE 6 5 v0'sns cuecseuscescadeevens 100,000 
COE cb cecasbacinsny pdapeaneseoeuasaeaes 20,000 
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Misc. Assets Mansfield & Blackwell, Capital 
| 20,000 240,000 
400,000 } 400,000 100,000 
350,000 230,000 
Mansfield, Capital Blackwell, Capital 
a ee 210,000 
240,000 210,000 230,000 
30,000 20,000 
Cash Tronton Mfg. Co. 
20,000 | 20,000 500,000 | 500,000 
Preferred Stock Profit and Loss 
400,000 | 50,000 50,000 | 100,000 
350,000 50,000 


Common Stock 


100,000 








ProBLEM No. 19-A (PRACTICE) 


The Sedgwick Manufacturing Company was incorporated 
under the laws of the state of New York, on July 1, 1912, with 
an authorized capital of $1,000,000, divided into 7,500 shares of 
preferred and 2,500 shares of common, of the par value of $100 
each. The incorporators each subscribed to and paid for 20 
shares of the preferred stock. Sundry other persons subscribed 
to 50 shares of the preferred stock and paid 25 per cent on ac- 
count thereof. 

At the first meeting of the stockholders, a proposal was re- 
ceived from Franklin Chance, acting in behalf of C. B. Murray 
and H. B. Forbes, two of the incorporators, in which the busi- 
ness of Murray & Forbes, a copartnership, was offered to the 
corporation for $500,000, payable $400,000 in preferred stock 
and the balance in common stock; the corporation to receive all 
the goodwill and property of the copartnership except cash 
$25,000, and to assume all the liabilities. A balance sheet of 
Murray & Forbes, June 30, 1912, showed Murray’s capital as 


62 














Department of Practical Accounting 


$225,000; Forbes, $200,000. Profits are divided according to 
capital. The proposition was accepted and the stock issued. 

Murray and Forbes donate 400 shares of preferred stock to 
provide working capital, and the assets and liabilities acquired 
are set up on the books of the corporation as follows: land and 
buildings, $250,000; machinery and tools, $125,000; furniture 
and fixtures, $17,000; accounts receivable, $123,000; notes re- 
ceivable, $45,000; patents, $20,000; bond and mortgage payable, 
$125,000; accounts payable, $30,000; notes payable, $20,000. 

For the purpose of retiring the bond and mortgage payable 
the company authorized an issue of 6 per cent bonds in the 
amount of $150,000, payable July 1, 1922. The bonds were sold 
at an average price of 102% and the bond and mortgage was 
refunded. 

The Molten Trust Company agreed to underwrite 1,500 shares 
of the preferred stock at 85 upon condition that they receive 
in stock a bonus of 10 per cent. The trust company advanced 
$75,000 on account. The bankers subsequently accounted for 
the sale of the stock but did not pay over the balance due. The 
stock used for bonus purposes was taken from that donated. 
The balance of the donated stock was sold at 85. 

The operating transactions during the six months ended De- 
cember 31, 1912, were as follows: income from sales, $95,000; 
cost of sales $50,000 (made up of purchases, $65,000, less inven- 
tory, December 31, 1912, $35,000; wages paid, $13,000; wages 
accrued, $1,000; manufacturing overhead paid, $6,000) ; selling 
expense, $7,000; administrative expense paid, $10,000; adminis- 
trative expense accrued, $2,000; other income, $125.62; deduc- 
tion from income, $4,500; provision for bad debts, $500. On 
December 31, 1912, the balance of accounts receivable was $136,- 
000; accounts payable, $10,000; no new note transactions except 
extensions. Spread the discount on the preferred stock over a 
period of five years. Provide for the premium on bonds sold. 

Prepare: 

(a) General balance sheet, December 31, 1912. 


(b) Statement of income and profit and loss for the six 
months ended December 31, 1912. 


(c) Closing entries, books of Murray & Forbes. 
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The Spread of Accountancy Legislation 





Map showing the thirty states (shaded) in which there are laws providing 











C. P. A. Laws 
Delaware C. P. A. Law 


Following is the text of the C. P. A. law enacted by the state of 
Delaware: 


AN ACT to regulate the practice of Public Accountant in the State of 
Delaware. 


Be it enacted by the Senate and House of Representatives of the State of 

Delaware in General Assembly met: 

Section 1. That any person who has received from the State Board 
of Accountancy a certificate of his qualifications to practise as a Public 
Expert Accountant as hereinafter provided shall be known and styled 
as a “Certified Public Accountant” and no other person and no partner- 
ship all of the members of which have not received such certificate and 
no corporation shall assume such title or the title of “Certified Account- 
ant” or “Chartered Accountant” or the abbreviations “C.P.A.” or “C.A.,” 
or any other words, letters or abbreviations tending to indicate that the 
person, firm or corporation so using the same is a Certified Public 
Accountant. 

Section 2. There is hereby created a state board of accountancy to 
consist of three members to be appointed by the Governor and who, 
with the exception of the members first to be appointed, shall be the 
holders of certificates issued under the provisions of this act and shall 
hold office for the term of three years and until their successors are 
appointed and qualified. 

The members of the board first to be appointed shall be skilled in 
the practice of accounting and shall have been actively engaged therein 
on their own account within this state for a period of at least two years 
next preceding the passage of this act, and shall hold office, one for 
the term of three years, and one for the term of two years and one for 
the term of one year. The term of office of each is to be designated by 
the Governor in his appointment. 

Section 3. No certificate as a Certified Public Accountant shall be 
granted to any person other than a citizen of the United States, residing 
or having a place for the regular transaction of business in the state 
of Delaware, who is over the age of twenty-one years and of good 
moral character and (except under the provisions of section 5 of this act) 
who shall have successfully passed an examination in “theory of ac- 
counts,” “practical accounting,” “auditing” and “commercial law as affect- 
ing accountancy,” and in such other subjects as the board may deem 
advisable. 

No person shall be permitted to take such examination unless he 
shall for a period of at least three years have been employed in the 
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office of a Public Accountant as an assistant accountant, or shall have 
been practising as a public accountant on his own account, and who shall 
not at least three years prior to the date of said examination have suc- 
cessfully passed a preliminary examination in such subjects as may be 
prescribed by the board touching his general education, qualifications and 
fitness as an accountant, provided that the board may in its discretion 
waive the preliminary examination of any applicant who, in its opinion, 
has had a general education equivalent to that which may be prescribed 
by its rules and is otherwise qualified. 

All examinations provided for herein shall be conducted by the board 
of accountancy herein provided for. The time and place of holding 
examinations shall be duly advertised for not less than three consecutive 
days in one daily newspaper published in each of the places where the 
examinations are to be held, not less than thirty days prior to the date 
of each examination. 

The examination shall take place as often as may be necessary in 
the opinion of the board, but not less frequently than once each year. 

The board may make all needful rules and regulations regarding the 
conduct of the examinations or their character or scope, the method and 
time of filing applications for examinations and their form and contents, 
and all other rules and regulations necessary to carry into effect the 
purpose of this act. 

Section 4. The state board of accountancy may in its discretion waive 
the examination of and issue a degree as certified public accountant to any 
person possessing the qualifications mentioned in section 3 of this act, 
who 

(1) is the holder of a “C. P. A.” certificat. issued under the laws 
of another state, which extends similar privileges to certified public 
accountants of this state, provided the requirements for said degree in 
the state which has granted it to the applicant are, in the opinion of 
the board of accountancy, equivalent to those herein provided. 

(2) shall be the holder of a degree of certified public accountant or 
chartered accountant, or the equivalent thereof, issued in any foreign 
government, provided that the requirements for such degree are equiva- 
lent to those herein provided for the degree of certified public ac- 
countant. 

(3) is a resident of this state and who for more than two consecu- 
tive years next before the passage of this act shall have been practising 
in this state on his own account as a public accountant, and who shall 
apply in writing to the board for such certificate within six months after 
the passage of this act. 

Section 5. The state board of accountancy may revoke any certifi- 
cate issued under this act, or may cancel the registration of any certificate 
under this act for unprofessional conduct or other sufficient cause, pro- 
vided that written notice of the cause for such contemplated action and 
the date of the hearing thereon by the board shall have been mailed 
to the holder of such certificate at least twenty days before such hearing. 
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No certificate issued under this act shall be revoked until such hear- 
ing shall have been held. At all such hearings the attorney-general of 
this state or one of his assistants designated by him shall sit with said 
board with all the powers of a member thereof. 

Section 6. The state board of accountancy shall charge for the ex- 
amination and certificate provided for in this act, a fee of twenty-five 
dollars ($25.00) to meet the expenses of such examinations. This fee 
shall be payable by the applicant at the time of making his initial appli- 
cation. No additional fee shall be charged any applicant. 

From the fees collected under this act the board shall pay all expenses 
incident to the examinations, the expenses of issuing certificates, travel- 
ing expenses of the members of the board and their compensation while 
performing their duties under this act, provided that no expense incurred 
under this act nor the compensation of the members shall be a charge 
against the funds of this state. 


The members of the board of accountancy herein provided for shall 
be paid an amount not exceeding ten dollars ($10.00) per day to each 
member of said board for the time actually expended and also all nec- 
essary traveling expenses incurred in the performance of his duties under 
this act. 


The board shall report annually the number of certificates issued 
and the receipts and expenses under this act to the Governor, and any 
surplus then in the hands of the board above the sum of five hundred 
dollars ($500.00) which may be retained to meet future expenses, shall 
be paid, at the time of filing of said account, to the state treasurer for 
the use of the state. 


Section 7. If any person shall represent himself to the public as 
having a certificate provided for in this act, or shall assume to practise 
as a certified public accountant without having received such certificate, 
or if any person having received such certificate provided for in this 
act shall thereafter lose the same by revocation and continue to practise 
as a certified public accountant, or use such title or any other title men- 
tioned in section 1 of this act, or if any person shall violate any of 
the provisions of this act, he shall be deemed guilty of a misdemeanor 
and upon conviction thereof shall be fined in a sum not less than one 
hundred dollars ($100.00) or more than five hundred dollars ($500.00) 
or imprisoned in the county jail for a period of not less than one month 
nor more than six months, or both, in the discretion of the court, for 
each day during which he shall so practise or violate any of the provisions 
of this act. 


Section 8. This act shall take effect immediately upon its passage. 
CrHauncey P. Horcomes, 


Speaker. 
Gro. W. MARSHALL, 
Approved March 31, 1913. President pro tempore. 
Cnas. R. MILter, 
Governor. 
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North Carolina C. P. A. Law 


North Carolina has enacted the following law providing for the certifi- 
cation of public accountants in that state: 


AN ACT to create a state board of accountancy and prescribe its 
duties and powers; to provide for the examination and issuance of 
certificates to qualified applicants, with the designation of certified 
public accountant, and to provide the grade of penalty for violation 
of the provisions hereof. 


The General Assembly of North Carolina do enact: 

Section 1. Within thirty days after the passage of this act, the Gov- 
ernor shall appoint four persons to constitute a state board of account- 
ancy. Three members of said board shall be persons skilled in the 
knowledge and practice of accounting and actively engaged as profes- 
sional accountants within the state of North Carolina, and the other a 
recognized attorney of the state, being of good standing as such. 

Sec. 2. The members of such board shall hold office for three years 
or until their successors are appointed and have qualified, except that 
of the members first appointed under this act, one shall hold office for 
one year, one for two years and two for three years. The term of 
office for each to be designated by the Governor in his appointment. 
Upon the expiration of each of said terms a member shall be appointed 
by the Governor for the term of three years, and after this date the 
members of said board shall be appointed from among the holders of 
certificates issued under this act. 

Sec. 3. The board shall determine the qualifications of persons apply- 
ing for certificates under this act, and make rules for the examination 
of applicants and the issue of certificates herein provided for. 

Sec. 4. The board shall organize by the election of one of its mem- 
bers as president, one member as secretary and one member as treas- 
urer: Provided, however, that the office of secretary and treasurer 
may be held by one person. 

Sec. 5. The treasurer shall give bond to the state in such sum as may 
be determined by the board. 

Sec. 6. The board shall keep a complete record of all its proceedings, 
and shall annually submit a full report to the Governor. 

Sec. 7. The board shall grant certificates of qualification to such 
applicants, as may, upon examination, be qualified in “theoretical” and 
“practical” accounting, “auditing,” “commercial law” as affecting ac- 
countancy, and in such other subjects as the board may deem advisable. 
A majority of the board shall constitute a quorum and the vote of three 
members shall be considered as the action of the board. 

Sec. 8. Any citizen of the United States, or person who has duly 
declared his intention of becoming such citizen, over the age of twenty- 
one years, of good moral character, being a graduate of a high school 
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or having had an equivalent education, who has had at least three years’ 
experience in the practice of accounting, and has passed a satisfactory 
examination as herein provided, shall be entitled to a certificate to 
practise accounting and shall be styled and known as a certified public 
accountant. 

Sec. 9. The examination shall be held as often as may be necessary 
in the opinion of the board, and at such times and places as it may desig- 
nate, but not less frequently than once in each calendar year. 

Sec. 10. The board shall charge for each examination and certificate 
provided for in this act, a fee of twenty-five dollars ($25.00). This fee 
shall be payable to the treasurer of the board by the applicant at the 
time of filing application. In no case shall the examination fee be re- 
funded, but said applicant may be re-examined within eighteen months 
from the date of his application without payment of an additional fee. 

Sec. 11. The members of the board to be appointed under the 
provisions of this act shall be paid for the time actually expended in 
the pursuance of the duties imposed upon them by this act, an amount 
not exceeding ten dollars per day, and they shall also be entitled to 
necessary traveling expenses. 

Sec. 12. From the fees collected, the board shall pay all expenses 
incident to the examination to be held under this act, the expenses of 
preparing and issuing certificates, the traveling expenses of examiners, 
and their compensation while performing their duties under this act, 
provided, that no expense incurred under this act shall be charged against 
the state. Any surplus arising shall at the end of each year be de- 
posited by the treasurer of the board with the state treasurer to the 
credit of the general fund. 

Sec. 13. Any public accountant who files his application (and be it 
understood that by “public accountant” is meant one actively engaged 
and practising accountancy as his principal vocation during the business 
period of the day) within ninety days after the organization of the 
board, and is at the time of filing said application a public accountant 
and has practised as such for at least three years next preceding the 
date of his application, the last six months of which has been in the 
state of North Carolina, shall file with his application proof of such 
facts. The board shall consider said proofs and such other evidence 
as may be procured, and if it be satisfied that the statements contained 
in said application and proofs are true, and that the applicant is of good 
moral character, it shall accept the foregoing evidence in lieu of ex- 
amination and grant said applicant a certificate. 

Sec. 14. Any citizen of the United States or person who has declared 
his intention of becoming such citizen, over twenty-one (21) years of 
age, of good moral character, and who has complied with the rules and 
regulations of the board pertaining to such cases, and who holds a 
valid and unrevoked certificate as certified public accountant, or the 
equivalent thereof, issued by or under the authority of any other state 
of the United States, or of the United States, or the District of Columbia, 
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or any territory of the United States, or by or under the authority of a 
foreign nation, when the board shall be satisfied that their standards 
and requirements for a certificate as a certified public accountant are 
substantially equivalent to those established by this act, may at the dis- 
cretion of the board receive a certificate as a certified public accountant, 
and such person may thereafter practise as a certified public accountant 
and assume and use the name, title and style of “Certified Public Ac- 
countant,” or any abbreviation or abbreviations thereof, in the state of 
North Carolina, provided, however, that such other state or nation 
extends similar privileges to certified public accountants of the state 
of North Carolina. 

Sec. 15. The board may revoke any certificate issued under this act 
for sufficient cause, provided that written notice shall have been mailed 
to the holder of such certificate at his last known address at least 
twenty days before any hearing thereon, stating the cause of such con- 
templated action, and appointing a time for a hearing thereon by the 
board; and, provided, further, that no certificate issued under this act 
shall be revoked until such hearing shall have been had. At all such 
hearings the attorney-general of the state or one of his assistants desig- 
nated by him shall sit with the board with all the powers and pay of a 
member thereof. 

Sec. 16. If any person shall represent himself as having received a 
certificate as provided in this act, or shall practise as a certified public 
accountant, or use the abbreviation “C. P. A.” (without specifying the 
state that granted said certificate) or similar words or letters to in- 
dicate that the person using the same is qualified to practise in this 
state as a certified public accountant, without having received such cer- 
tificate as provided for by this act, or if any person having received a 
certificate as provided for in this act, and having thereafter lost such 
certificate by revocation as herein provided, shall practise as a certified 
public accountant, he shall be deemed guilty of a misdemeanor, and 
upon conviction thereof shall be fined not less than fifty dollars and not 
exceeding two hundred dollars for each offense. 

Sec. 17. Nothing herein contained shall be construed to restrict or 
limit the power or authority of any state, county, or municipal officer 
or appointee engaged in or upon the examination of the accounts of 
any public officer, his employees or appointees. 

Sec. 18. That all laws and clauses of laws in conflict with the provi- 
sions of this act are hereby repealed. 

Sec. 19. That this act shall be in effect from and after its ratification. 

In the General Assembly read three times and ratified this the 12th 
day of March, 1973. 

E. L. DauGHTRIDGE, 
President of the Senate. 
Gro. W. Connor, 
Speaker of the House of Representatives. 
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North Dakota C. P. A. Law 


Following is the text of the C. P. A. law enacted in North Dakota 
as published in the Popular Edition of the Session Laws of 1913: 


CHAPTER II 
(H. B. No. 328—Norheim) 
Board of Accountancy 


AN ACT to Regulate the Certification of Public Accountants and the 
Practising of the Professor (sic) of Accountancy in North Dakota. 


Be it enacted by the Legislative Assembly of the state of North Dakota: 

1. Board of Accountancy. The trustees of the State University shall 
appoint a board of three members, which board shall be known as a 
board of accountancy. The term of office of the members of this board 
shall be five years. Vacancies in this board shall be filled in the same 
manner as original appointments are made. Members of this board 
shall receive for their services actual expenses incurred in the discharge 
of their duties and an amount sufficient to defray clerk hire, and no more. 
Of the members of this board, one shall be an educator, one an attorney, 
and one a person skilled in the practice of accounting. 

2. Powers and Duties of the Board. The board of accountancy shall 
conduct examinations and shall exercise such powers and perform such 
duties as may be prescribed by the trustees of the State University. 

3. Certified Public Accountant. Any person in order to assume the 
title of certified accountant or the abbreviation C. P. A. or any other 
words or letters or abbreviations tending to indicate that the person, 
firm, or corporation so using the same is a certified public accountant 
must receive a certificate as a certified public accountant. Certificates 
shall be granted to those persons with the necessary general qualifications 
who shall pass the required examinations or for whom such examinations 
shall be waived. 


4. Qualifications. Any person of good moral character twenty-one 
years of age or over, residing in North Dakota or having a place for 
the regular transaction of business in this state, shall be deemed qualified 
to become a candidate for the title of certified public accountant. 

5. Examination. Examinations shall be held at such place and at such 
time, but at least once a year, as the trustees of the University may 
designate. Public notice of an examination shall be given at least thirty 
days before the date of each examination, in such manner as the trustees 
of the State University may determine. The examination shall cover 
the theory of accounts, practical accounting, crediting (sic), political 
economy, commercial law, and such other subjects as the trustees of the 
State University may designate. An oral examination for general fitness 
may be also required. 
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6. Waiver of Examination. The trustees of the State University 
may waive examination of any person possessing the general qualifica- 
tions, who has practised in North Dakota for more than one year as a 
public accountant on his own account before the passage of this act, and 
who shall apply for a certificate of a certified public accountant within a 
year thereafter. 

7. Certificate. The trustees of the State University shall have the 
power to issue the certificate of certified public accountant, which cer- 
tificate shall remain good and valid during the good behavior of the 
holder. The trustees of the State University may revoke a certificate for 
sufficient cause and after written notice to the holder thereof and after 
a full hearing. 

8. The trustees of the University shall fix the amount of the fees 
to be paid by the applicants for the title of certified public accountant. 
Such fees shall be used by the trustees of the University to pay the 
necessary expense incurred in offering the examinations. 

9. Penalties. Any certified public accountant who shall falsify a 
report, statement, investigation or audit, or who shall in any other 
manner be guilty of a misrepresentation as a certified public accountant, 
shall be guilty of a misdemeanor and shall be punished accordingly. 

Approved March 14, 1913. 





Wisconsin C. P. A. Law 


Following is the text of the certified public accountant law passed by 
the legislature and approved by the Governor of Wisconsin: 


AN ACT to create sections 1636—202 to 1636—211, inclusive, of the 
statutes, relating to certified public accountants, and appropriating 
certain revenues and providing penalties. 


The people of the state of Wisconsin, represented in Senate and Assembly, 
do enact as follows: 

Section 1. There are added to the statutes ten new sections to read: 
Section 1636—202. 1. The governor shall, within thirty days after the 
passage of this act, appoint three suitable persons, residents of the state 
of Wisconsin, who are hereby constituted a board by the name and style 
of “The Wisconsin State Board of Accountancy.” The members of 
said board, with the exception of the members first to be appointed, shall 
be the holders of certificates issued under the provisions of sections 
1636—202 to 1636—211, inclusive, shall hold office for a term of three 
years and until their successors are appointed and qualified. 

2. Of the members of the board first to be appointed, one shall be a 
professor of economics, finance, accountancy, or business administration 
and commercial law in a school of higher learning, and two shall be skilled 
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public accountants who shall, for not less than three consecutive years, 
have been actually engaged in practice as public accountants. Such 
members shall hold office one for a term of one year, one for a term 
of two years, and one for a term of three years. The term of office 
of each shall be designated by the governor in his appointment. Any 
vacancy in the board shall be filled by the governor for the unexpired 
term. 

3. The persons so appointed shall meet and organize within thirty 
days after their appointment and shall reorganize each year thereafter. 
A majority of said board shall constitute a quorum. They shall elect 
one of their number as president, and another as secretary, and said 
officers shall hold their respective offices tor the term of one year and 
until their successors are elected and qualified. The affirmative vote of 
two members of said board shall be considered as the action of said 
board, except in actions relative to the revocation of any certificate as 
provided for in subsection 1 of section 1636—206. In all such cases 
three affirmative votes shall be considered the action of said board. 

4. The governor may remove for cause any or all members of said 
board, upon a hearing of which reasonable notice shall have been given. 

5. In addition to the other duties provided by section 1636—202 to 
1636—211, inclusive, it shall be the general duty of this board to foster 
the standard of education pertaining to the science and art of account- 
ancy, not only in its relationship to the interests of individual and 


organized business enterprises, but in its relationship to the welfare of 


government, both general and local. This board shall endeavor, both 
within and without the profession of accountancy, to bring about a better 
understanding of the relationship of the science of accounting to the 
problems of public welfare. 

Section 1636—203. 1. No certificate as a certified public accountant 
shall be granted to any person other than a citizen of the United States, 
or person who has in good faith declared his intention of becoming such 
citizen, who is over the age of twenty-three years and of good moral 
character and (except under the provisions of section 1636—204) who 
shall have successfully passed an examination in commercial accounting, 
governmental accounting, auditing, commercial law as affecting account- 
ancy and in such other subjects as the board may deem necessary. 

2. Examinations shall be held by the board at least once in each year 
at such times and places as may be determined by them. The time and 
place of holding examinations shall be advertised for not less than three 
consecutive days, not less than thirty days prior to the date of such 
examination, in at least one daily newspaper printed and published in the 
city of Milwaukee and in at least one daily newspaper printed and pub- 
lished in the city of Madison. Each applicant shall also be notified by 
mail, by the secretary of the board, at the address mentioned in the 
application, when and where such examination will be held. Such notice 
shall be mailed not less than thirty days prior to the date of the next 
examination. 
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3. All certificates issued under the provisions of section 1636—202 
to 1636—211, inclusive, shall be signed by at least two members of the 
board. The board shall record its proceedings, list all certificates 
issued and revoked and shall maintain such other records as may be 
necessary or desirable, and all records shall be open to the inspection of 
the public at the office of the secretary of the board. The members of 
the board shall have the power of administering oaths as may be nec- 
essary to carry out the provisions of section 1636—202 to 1636—21I, 
inclusive. 

4. The board may make all needful rules and regulations regarding 
the conduct of the examinations or their character or scope, the method 
and time of filing applications for examination and their form and 
contents, and all other rules and regulations necessary to carry into effect 
the purposes of section 1636—202 to 1636—21I1, inclusive. 

Section 1636—204. The state board of accountancy may in its dis- 
cretion waive the examination of, and issue a certificate to, any person 
possessing the qualifications mentioned in subsection 1 of section 1636—203 
who 

(a) is the holder of a certificate to practise as a certified public 
accountant issued under the laws of any other state which extends 
similar privileges to certified public accountants of this state, provided, 
that the requirements of the law of such state are, in the opinion of the 
board, equivalent to the requirements of the law of this state. 

(b) is the holder of a certificate or license to practise as a public 
accountant issued by any foreign government; provided, that the require- 
ments of the law of such foreign government are, in the opinion of the 
board, equivalent to the requirements of the law of this state. 

(c) shall have had more than three years’ experience as a public 
accountant and who shall have practised as a public accountant in this 
state for not less than one year prior to the passage of sections 1636—202 
to 1636-—211, inclusive, and who shall apply in writing to the board for 
such certificate within six months after the appointment of the first 
board. Each member of the first board shall receive a certificate per- 
mitting him to practise as a certified public accountant by virtue of his 
appointment as such a member. 

Section 1636—205. Any person who has received from the Wisconsin 
State Board of Accountancy a certificate of his qualifications to practise 
as a public accountant shall be known and styled as a “certified public 
accountant,” and no other person and no partnership, all the members 
of which have not received such a certificate, and no corporation, shall 
assume such title or the title “certified accountant” or “chartered ac- 
countant” or “chartered public accountant” or the abbreviation “C.P.A.” 
or any words, letters, or abbreviations tending to indicate that the 
person, firm, or corporation so using the same is a certified public ac- 
countant. 

1636—206. 1. The board shall revoke any certificate issued under 
section 1636—202 to 1636—211, inclusive, for unprofessional conduct or 
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other sufficient cause; provided, that written notice of the cause of such 
contemplated action and the date and place of the hearing thereon by 
the board shall have been mailed to the holder of such certificate at his 
last known address at least twenty days before such hearing. At the 
said hearing the attorney general of this state or one of his assistants, 
designated by him, shall sit with said board with all the powers of a 
member thereof. 

2. All suits and proceedings arising out of the provisions of section 
1636—202 to 1636—211, inclusive, in which this board or any of its 
members or agents shall be parties shall be conducted under the direction 
and supervision of the attorney-general. All expense incurred by or for 
the department of the attorney-general in performing his duties under 
said sections shall be paid in the same manner as other expenses of his 
department and shall be charged against the appropriation for the depart- 
ment of the attorney-general. 

Section 1636—207. 1. Any person making an initial application for 
examination or certificate shall accompany such application with a United 
States money order or a certified cheque payable to the treasurer of the 
state of Wisconsin in the sum of twenty-five dollars. Should such 
application be rejected by the state board of accountancy such cheque or 
money order shall be returned to the applicant, but immediately upon 
approval of the application such cheque or money order shall be deposited 
in the treasury of the state in the manner hereinafter provided and 
shall be added to the general fund. Such money order or certified 
cheque shall be deposited with the secretary of state together with a 
voucher in duplicate, which shall be approved by the secretary of this 
board and which shall state the name and address of the applicant to- 
gether with such other information as may be deemed advisable by the 
board or the secretary of state. The secretary of state shall audit such 
voucher and shall transmit the money order or certified cheque together 
with the duplicate voucher to the state treasurer. 

2. All money so deposited by the board of accountancy shall, by the 
secretary of state, be credited to an appropriation account for the state 
board of accountancy, and all money deposited by this board is hereby 
appropriated for the purposes of carrying out the provisions of section 
1636—202 to 1636—2I1, inclusive. 

3. Every applicant who shall be unsuccessful in the initial exam- 
ination shall have the privilege of one re-examination without payment 
of an additional fee, if application for such re-examination be made 
within two years from the date of the first examination. 


Section 1636—208. Each member of the board shall be paid an 
amount not exceeding ten dollars per day for the time actually ex- 
pended in performing the duties imposed by section 1636—202 to 1636— 
211, inclusive, and in addition thereto shall receive all actual and nec- 
essary expenses incurred in the performance of such duties. The board 
shall have power to incur liabilities for all necessary materials, supplies, 
and expense necessary to perform the duties and carry out the purposes 
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of said sections. Payment for services and expenses of members of 
the board and all other expenditures, as provided for by this section 
shall be certified to the secretary of state, in the manner provided by 
chapter 523 of the laws of 1909, and being audited by the secretary of 
state, shall be paid from the general fund of the state treasury. The 
secretary of state shall charge such expenditures against the appropriation 
account for the state board of accountancy, provided in subsection 2 
of section 1636—207. 

Section 1636—209. 1. If any person represents himself to the public 
as having received a certificate as provided in section 1636—202 to 
1636—211, inclusive, or shall assume to practise as a certified public 
accountant, a certified accountant, a chartered public accountant, a 
chartered accountant, or use the abbreviation C.P.A. or any other words, 
letters, or abbreviations to indicate that the person using the same is a 
certified public accountant, within the meaning of said section, without 
having received a certificate to practise as a certified public accountant 
as herein provided, or, having been deprived of such certificate by revoca- 
tion as hereinbefore provided, shall continue to practise or represent 
himself as a certified public accountant, he shall be deemed guilty of a 
misdemeanor, and upon conviction thereof shall be punished by a fine 
of not less than fifty dollars nor more than two hundred dollars, or by 
imprisonment in the county jail for a period of not less than one month 
nor more than six months, or by both such fine and imprisonment in 
the discretion of the court for each day during which he shall have 
practised or violated any of the provisions of said sections. 

2. Subsection 1 of section 1636—209 shall also apply to all partner- 
ships, all the members of which have not received such certificates to 
practise as certified public accountants, and the penalties provided shall 
apply to all members of such partnership. Subsection 1 of' section 1636— 
209 shall likewise apply to all corporations which shall assume such title 
or other words, letters, or abbreviations, and the penalties provided 
therein shall apply to each officer and director of such corporation. 

3. Nothing in section 1636—202 to 1636—211, inclusive, shall be con- 
strued to exclude any person from practising as a public or expert ac- 
countant in this state, but said sections shall apply to such persons, 
partnerships or corporations representing themselves or practising as 
set forth in subsection 1 of section 1636—209. 

Section 1636—210. If any person practising in the state of Wisconsin 
as a certified public accountant under section 1636—202 to 1636—2II, 
inclusive, or if any person who is in the practice of public accountancy 
as a certified public accountant or otherwise, shall be found guilty of gross 
negligence or carelessness or shall wilfully falsify any report or statement 
bearing on any examination, investigation, or audit made by him or 
under his direction, he shall be deemed guilty of a misdemeanor, and upon 
conviction thereof, shall be punished by a fine of not less than one 
hundred dollars, nor more than one thousand dollars, or by imprison- 
ment in the county or city jail for a term of not less than three months 
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nor more than one year, or by both such fine and imprisonment for each 
time he may be convicted of such a misdemeanor. 

Section 1636—211. It shall be the duty of the respective district 
attorneys to prosecute all violations of the provisions of section 1636—202 
to 1636—211, inclusive. 

Section 2. This act shall take effect and be in force from and after 
its passage and publication. 

Approved May 26, 1913. 





The Kentucky Society of Public Accountants 


At the annual meeting of the Kentucky Society of Public Accountants 
the following officers were elected. President, Thomas E. Turner; vice 
president, James S. Escott; secretary, Charles G. Harris; treasurer, 
Overton S. Meldrum; board of trustees, Enos Spencer, L. Comingor and 
A. H. Ummethun. 

The question of C. P. A. legislation was discussed. 





British Society of Incorporated Accountants and Auditors 


The council of the British Society of Incorporated Accountants and 
Auditors has elected Charles Hewetson Nelson, Liverpool, and Arthur 
Edwin Woodington, London, president and vice president, respectively, 
for the ensuing year. 

The council has issued the twenty-eighth annual report. During 1912, 
120 new members were added, making a total of 2,521 names. The 
number of candidates who sat for examination was 475, of whom 325 
passed. The income of the society for 1912 was £6,252, and at the close 
of the year there was a surplus of £9,001, exclusive of £2,485 held for 
benevolent purposes. 





The Ohio State Board of Accountancy 
The Governor of Ohio has reappointed to the Ohio State Board of 


Accountancy, Carl H. Nau of Cleveland and J. J. McKnight of Columbus. 
The chairman of the board is E. S. Thomas of Cincinnati. 
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Dominion Association of Chartered Accountants 


The eleventh annual meeting of the Dominion Association of Chartered 
Accountants will be held at the Royal Alexandra Hotel, Winnipeg, Mani- 
toba, Canada, September 2, 3 and 4, 1y13. The following programme 
has been arranged : 


9.00 a.m. 


10.00 a.m. 
11.00 a.m. 


1.00 p.m. 


2.30 p.m. 


4.30 p.m. 


9.30 a.m. 


12.30 p.m. 


2:30 p.m. 


4.30 p.m. 


7.30 p.m. 


9.30 a.m. 


12.30 p.m. 
2.30 p.m. 


TuEsDAY, SEPTEMBER 2ND 


Meeting of council. 

Registration of members. 

Official reception of members. 

Opening session. 

President’s address. 

Appointment of committees. 

Appointment of auditors. 

Complimentary luncheon at the Royal Alexandra Hotel, ten- 
dered by the Institute of Chartered Accountants of Manitoba. 
Consideration of report of committee on Uniformity of Stand- 
ards amongst Provincial Societies. 

Address by Mr. Vere Brown, Western Superintendent Cana- 
dian Bank of Commerce, on “The Banker and the Accountant.” 


WEDNESDAY, SEPTEMBER 3RD 


Presentation of paper on “Municipal Accounting in the Prairie 
Provinces,” by Mr. O. J. Godfrey, of the Saskatchewan In- 
stitute. 

Adjournment for luncheon. 

Consideration of reports of committees. 

“Canadian Chartered Accountant.” 

Financial report. 

Auditors’ report. 

Address by Judge Robson, Public Utilities Commissioner of 
Manitoba, on “The Accounting of Franchise Companies to the 
Public Utility Commissions.” 

Annual dinner of association at Royal Alexandra Hotel. 


THURSDAY, SEPTEMBER 4TH 


Presentation of paper on the “Timber Industries of British 
Columbia,” by Mr. W. E. Hodges, of the British Columbia 
Institute. 

Adjournment for luncheon. 

Receiving reports of constituent societies. 

Report of registration committee. 

Place of meeting 1914. 

General business. 




















News of State Societies 
Arter ADJOURNMENT 


Meeting of council. 
Election of officers. 

8.00 p.m. Smoker by the Manitoba Institute in the Royal Alexandra 
Hotel. 


Any inquiries regarding the annual meeting should be addressed to the 
secretary of the committee on arrangements, A. E. Phillips, C.A., 1201 
Union Trust Building, Winnipeg. Applications for hotel accommodations 
should be sent to T. Harry Webb, C.A., 610 McArthur Building, Winnipeg. 





Associated Accountants of New Orleans 


The twenty-first anniversary of the formation of the Associated Ac- 
countants of New Orleans was celebrated on May 17 by a banquet at 
the Cosmopolitan Hotel, New Orleans. Several speeches were made and 
the efforts of the association were commended. 

From the report of R. D. T. Sherwood (chairman of the finance 
committee) it was learned that the association has 111 members. The 
objects are to associate those engaged or interested in the science and 
practice of accounts, whether as expert accountants, bookkeepers, auditors, 
business managers, teachers, bank cashiers or secretaries of corporations, 
and to aid and encourage the attainment of professional excellence in 
all such; to consider and discuss by way of essays, lectures, etc., topics 
of general interest to the accounting world, and to advance the in- 
tellectual, financial and general interests of its members. 





Louisiana State Board of Accountants 


The Louisiana State Board of Accountants held examinations on 
May 23d and 24th. The following candidates passed the examination 
and received certificates: A. L. Tillotson of Shreveport, H. M. Holliday 
and Fred J. Eldridge of New Orleans. 

The Louisiana board has decided to publish questions and answers of 
this examination and the previous one. Copies can be had by application 
to any member of the board. A nominal charge of $1.00 will be made. 





St. Louis Charter, Missouri Society 


At the annual meeting of the St. Louis chapter of the Missouri So- 
ciety of Certified Public Accountants held May 27, the following officers 
were elected: 

Arthur M. Trader, president; Leslie N. Simson, first vice president; 
S. H. Rodway, second vice president; John A. Will, secretary; and 
Clarence R. Laws, treasurer. 
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The Duty of an Auditor 


Bditor, The Journal of Accountancy: 

Sir: Messrs. Ew1ne’s letter * reveals a situation which in my humble 
judgment is of very great importance. 

In their explanation of the way in which their client handled the 
merchandise account it would appear that the account was debited monthly 
with the totals paid as per the two columns in the cash book. Pre- 
sumably also only the net amount appeared in this total, discount account 
being ignored entirely and this very valuable bit of information not 
shown in the ledger. 

Now what I would respectfully ask Messrs. Ew1nc is: What value 
do they consider attaches to an audit that does not analyze most care- 
fully the most vital part of their client’s business? 

If Messrs. Ewinc & Co. were engaged in the legal profession would 
they allow their clients to dictate to them how to prosecute or defend 
actions placed in their hands? I venture to assert that they would not. 
Then why allow their client’s secretary to dictate what items should 
be audited? 

When a firm of accountants is called in to make an audit it is under- 
stood by the average business man that everything of value is verified. 
The perfunctory checking of postings, while necessary to prove the 
clerical accuracy of the bookkeeper’s work, is secondary to the main 
purpose of the audit. The fact that the president of the wholesale 
grocery firm whose books were audited by Messrs. Ewinc was surprised 
when he was told that the merchandise account had been passed over is 
proof that he at any rate labored under the impression that an audit 
covered everything of material value in the accounting department of 
his business house. 

It is a wise and necessary precaution in such circumstances to word 
the remarks contained in the report so that legally no blame would 
attach to the auditors if a discrepancy were disclosed later in an account 
which they had been requested not to check, but it would be a much 
wiser policy and do more to enhance the value of an audit if accountants 
decided for themselves how an audit should be conducted. When we 
are unanimous on this point it may be that we shall convince the public 
that there is some merit in accounting after all, and, instead of being 
ignored by various public commissions we might be honored with an 
occasional request for assistance on matters appertaining to accounting. 

Yours sincerely, 
L. A. Roserts. 

Tacoma, Wash., May 2ist, 1913. 


* See THE JOURNAL OF ACCOUNTANCY, May, 1913. 
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Sales Agency Accounts 


Editor, The Journal of Accountancy: 

Sir: With the view of creating a market for articles of native work- 
manship, the government of the Philippine Islands has recently appro- 
priated a certain sum for the establishment of a “sales agency.” 

The sales agency will operate chiefly as a trading concern and as a 
factor, although there are certain articles which it will undertake to 
manufacture for sale. The business will be managed by a “sales agent” 
who will receive as compensation for his services a certain percentage of 
the gross trading and factorage sales, it being agreed that in case raw 
materials are received from a consignor to be processed and returned to 
him the transaction shall be considered as a factorage sale. 

Under the provisions of existing law the sales agent is required to 
submit a full and complete accounting to the insular auditor, covering 
all trading, manufacturing, and consignment transactions, and to maintain 
perpetual inventories of sales stock, supplies, and consignors’ merchandise. 
The situation thus presented is one which appears to call for the intro- 
duction of certain accounts not usually found in commercial practice. I 
therefore take the liberty of submitting herewith for discussion and 
criticism a general outline of the system which I have formulated for 
the use of the sales agency. 

In this connection it should be stated that all manufacturing labor 
is performed by the workmen at their homes, payment therefor being 
made at piece rates. 

Yours truly, 
C. H. Frenca, 
Assistant Auditor for the Philippine Islands. 
Manila, May 5, 1913. 


SALES AGENCY BOOKS AND RECORDS 


General and personal ledgers. 

General journal. 

Cash books (for cashier and disbursing officers). 
Card inventories. 

Vouchers, invoices, and accounts current. 

Cost sheets. 


SALES AGENCY ACCOUNTS 


General Lepcer ACcouNTs Sussimprary Recorps 
Land 

Buildings ; 

Reserve for maintenance and depreciation of buildings ; 
Pee OE Card inventory 


Reserve for maintenance and depreciation of equipment 
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NE os cna cannsnsccneatedwhne ed seb) oe Greadyesieueens Card inventory 
NG icc ailva nnan tte nsueavenenhes tes orocson ees Card inventory 
a 6. a: grand 0.4.00 Oe 4 bac iarmra cm adnate hs oiKiO OS Card inventory 
ED on. gs naccdkeerebhisernaedearvamenmaaee Personal ledger 
Cash (treasury ) 

SB ate 8 ara cee ncsntemesdaer C. & D. O.’s cash book 


Prepayments 
Consignors’ proprietary account 


ee Card inventory 
Comemors secounts cirrent .........c.ccccccccccccesecs Personal ledger 
I oC re ig ck dana ce bwed wap eae eee Personal ledger 


Deferred income 

Principal account 

Working surplus 

Sales income 

Cost of goods sold 

Salaries and wages 

Sales agent’s commission 
Traveling expense 

Freight and hauling 
Advertising 

Office expense 

Maintenance and depreciation of buildings 
Maintenance and depreciation of equipment 
Incidental expense 

Prior year income 

Loss on bad accounts 

Prior year expense 

Profit and loss 

Factorage sales 

Consignors’ proceeds 
Factorage account 

Materials used in manufacture 
Manufacturing labor 
Production account 
Manufacturing account 
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EXHIBIT “B” 
SALES AGENCY 
Prorit AND Loss STATEMENT, YEAR ENDED JUNE 30, 1913 
EE TEE OC OT EE ETE TOU ee mer re —— 
NN i tue ene hccaaelans ope eanun suc eeawen 


Gross profit from sales (—% of cost of goods sold; —% of 


I ce aa ee eo ec aa 55 See 
Add: ; a 

Gross factorage profit (see exhibit B-1) .................... $—____ 
SO EE SOOUE GROTINIONE obi sci ccsicccccccncsssendesceen $-—-—-—__ 


Deduct: 

Selling and general expense: 
EP EP errr re 
Sales agent’s commission ................e0 
EE os. 6. ch cee cbncdndnsweshes 
ND is 5 5 oo nigh bina Ke bmn 8 ok 
ad aan ik Ma aa Dich aa eines 
CRT Pe ere eee ere 
Mtce. and dep. of buildings ................. 
Mtce. and dep. of equipment ................ 


on eho id nidant dial 0's ein ote $—___—_- 


Net profit from operations ..................200% $—__—_ 
Deduct : 
I OE NN oo cn ncd nb coswneawecrian $—____—_—__ 
es cede rictdnenvecoabownse $—__—__ 








Less: 
EO Fe Ce eee: $- 


ee ee SONS ee WAN) ovck cr ccdacccecscenn $—_- 








EXHIBIT “B-17” 
SALES AGENCY 


FactoraGE STATEMENT, YEAR ENDED JUNE 30, 1913. 


I a I i a tata ct oe Siu igudate naan’ $——_—__ 
Deduct: 

I MI Sin oh eas Ga sed ce accgacdockapee $—____— 
Gross factorage profit (see exhibit “B’”) 

ee ee i a es cu dahewaccwamneee $——_—_—_—_ 
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EXHIBIT “C” 
SALES AGENCY 


MANUFACTURING STATEMENT, YEAR ENDED JUNE 30, 1913 


Materials used in manufacture .................. ° 
ee | a eee hry ere 
Total charges to manufacturing during the year... $——___ 


Add: 
Cost of goods in process June 30, IQ12 ..........0-.eeceeeee $—__—_ 


Total cost of goods finished and in process ..............-.44- $——_ 
Deduct: 
Production account (representing cost value of finished 
product delivered to stock during the year) .............. 


Cost of goods in process June 30, 1913 (see exhibit “A”) $——__—_ 








Interest on Capital Invested—A Cost Factor ? 


Editor, The Journal of Accountancy: 

Sir: If I invest $100,000.00 in 6 per cent mortgages, my profits are 
usually considered as $6,000.00 a year, neglecting any nominal expenses 
incident to the placing of the money, taxes, etc. Here the money is 
working for me, and the only thing I have to show for the $100,000.00 
is a promissory note with collateral security. 

If I invest $100,000.00 in actual land, buildings and machinery, etc., 
and at the end of the year’s business find I have cleared $6,000.00 after 
deducting the usual expense items, what is the difference? Why should 
the $100,000.00 have to earn more than the 6 per cent? 

I am told that it is the cost of using the capital; but, then, what 
is the cost of using the capital in the first investment? The first invest- 
ment earns 6 per cent over and above its costs—so does the second. 

The point to be grasped is that the money can earn only one income 
at a time; if it earns the 6 per cent as dividends in a factory, it should 
not be expected to earn another 6 per cent as stock, mortgage, or any 
other form of investment, for in that case I should think that it was 
earning 12 per cent. 

Again, suppose I am compelled to borrow all my capital and have 
to pay 6 per cent interest on it. This interest will naturally be a cost of the 
undertaking, but will it be fair to charge the business with an addi- 
tional 6 per cent? 

Yours very truly, 
Wiuutam R. Rem. 

Montclair, N. J., June 14, 1913. 
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CAPITALIZATION. A Book on Corporation Finance. By W. H. Lyon. 

Boston: Houghton, Mifflin Company. 1912. pp. xi, 296. $2.00. 

In this work the author attacks the subject of corporation finance in 
an unconventional manner. Beginning with what he terms the instru 
ments of corporation finance, he describes the various forms of securities 
in reference to their bearing upon the apportionment of the three ele- 
ments, risk, income, and control. This is followed by an extended 
discussion of trading on the equity, and a chapter on stock watering 
Less important are the following chapters on financing an expansion, 
amortization, form, and the market and pric The concluding chapter, 
unnecessarily extended by the inclusion of lengthy excerpts from state 
laws, treats of capitalization and the state 

Perhaps the most interesting, and certainly the most debatable part 
of the book is the chapter on watered stock, a discussion which somewhat 
curiously fails to define just what is meant by that much misused term. 
The author attempts to show that stock watering is necessary and indeed 
beneficial. His argument in briefest form is that by stock watering alone 
an a satisfactory division of risk and control be secured, and that it is 
the only practicable means by which a new corporation of a somewhat 
speculative nature can be floated. Recognizing certain evils or abuses 
of stock watering, he claims that these can be avoided without losing the 
real usefulness of stock watering, and this chiefly by removing the dollar 
mark from the certificates of stock 

It is easily conceivable that various schemes of control or regulation, 
accompanied with full publicity and an education of the public in matters 
of accounting and finance, may palliate the faults of stock watering. It 
is perhaps easily demonstrable that stock watering is not, in itself, a real 
evil, but becomes so only when accompanied with deception on one side 
and ignorance on the other. But it is hard to see how one can argue 
that stock watering can be made innocuous and at the same time be 
beneficial to the company 

In this discussion the author does not fairly face the fact that if 
stock watering enables the seller to get a higher price, it probably means 
that the purchaser is getting less than he pays for. Stock watering does 
not in itself affect the nature of the enterprise, makes it neither more 
nor less speculative, neither increases nor decreases the profits, makes 
the income neither more nor less sure. What one party gains, there 
fore, seems to be at the expense of the other. The argument common to 
many writers on the subject, that stock watering is necessary in order 
to place speculative stock, seems to take too limited a view of present 
day financial fashions, without correction by reference to other day prac- 
tices, or to the custom today in the marts of other lands. And even 
without the sanction of historical and comparative study one might well 
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claim, as indeed is claimed by T. F. Green, that a franker method of 
finance, even though it were to involve an utter innovation, would be 
profitable. The first introduction of a fixed price in the retail trade 
occurred within the memory of those still living. But, despite the 
prophecy that such an unheard of innovation in business methods must 
prove disastrous, the new system has proven as profitable as popular. 
There is probably no more real advantage in encouraging the investor to 
believe that watered stock, as such, is a bargain, than there was in 
persuading the purchaser that she was beating down the salesman in a 
retail store. Both systems of doing business suffer from indirection—in 
all probability both are equally unnecessary and unprofitable. 
Henry Ranp HATFIELD. 


DEPRECIATION, RESERVES, AND RESERVE FUNDS. By L. R. 

DickseEk, F.C.A. 3rd Edition, 1912. 70 pages. 

The third edition of this work (Vol. XXVI of the Accountants’ 
Library) differs little from the two preceding editions. The chapter on 
local authorities and depreciation, omitted from the second edition, is 
reinstated in this volume. Mr. Dicksre brings out the fact in this chap- 
ter that an annual sinking fund investment set aside to redeem a loan 
“never corresponds with the true depreciation charge” for the reason 
that the sinking fund charge is fixed by the local government board and 
does not correspond with the life of the assets acquired with the pro- 
ceeds of the loan. Furthermore, several assets of various terms of life 
may be purchased with the proceeds of the loan. The author brings 
out an interesting fact connected with the local governments in England 
in that the proceeds of any commercial enterprise in which they engage 
must first be given over to the demands of the current working expenses 
and then to provide for a sinking fund for the repayment of the loan. 
After these provisions have been made from the gross earnings, any 
remaining surplus is to be applied to a reserve fund which cannot exceed 
10% of the capital expenditure to date. If any surplus still remains it 
is applied to a relief in rates. 

The character of the statements made in this book is necessarily 
general. The reader must apply the principles to fit the conditions in 
any particular case in question. Mr. Dicxsexr illustrates three methods of 
writing off depreciation, (1) fixed proportion; (2) fixed percentage, and 
(3) annuity. 

Chapters are given over to a discussion in detail of the depreciation 
of freeholds and leaseholds, plant and machinery, loose tools, etc., pat- 
ents, copyrights, and goodwill. Mr. Dicksre claims that “it is impossible 
to create a reserve fund save only of divisible profits’; whereas a 
reserve may be provided even during periods when a loss has been 
sustained. “The continued existence of a reserve fund is dependent 
upon the continued existence in the undertaking of the profits out of 
which that fund was originally created. If those profits have been 
absorbed in subsequent losses, the reserve fund automatically ceases to 
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exist. It will thus be seen that the popular view, that a reserve fund is 
only ‘real’ when represented by specific investments outside the business 
of a corresponding value, is entirely misconceived.” 


F. H. ELwe.t. 





Books Received for Review 


A First Year in Bookkeeping and Accounting. By G. A. MacFarland and 
Irving D. Rossheim. 1913. 227 pages. 8vo, cloth. Price, $1.50. D. 
Appleton & Co. 

Economics of Business. By Morris A. Brisco. 1913. 300 pages. 8vo, 
cloth. Price, $1.50. Macmillan Co. 

Standard Legal Forms. By Edward T. Lee. 1913. 242 pages. 8vo, cloth. 
Price, $2. American School of Correspondence. 





